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issued by the U. S. Bureau of Foreign & Domestic Commerce. 


Provide Yourself with Credentials 
for Business Trips Abroad . 


ht pe - failure to provide themselves with proper credentials is 
often the cause of vexatious delays and embarrassment to 
American business men traveling in Europe. 

What these travelers seem to forget is that in leaving the United 
States they sever immediate contact with the highly developed 
channels of credit information to which they are accustomed at 
home and enter, to all intents and purposes, a new world where 
their identity may sometimes be established only with difficulty 
and delay. One brings the proof of his commercial character with 
him as a prerequisite to business. Its absence is unfavorably noted. 

Credentials that serve the purpose are those issued by the bank, 
or banks, through which the traveler finances, by chambers of 
commerce, and those from buyers or clients in the trade.” 

a 
A Central Union Trust Company Letter of Credit constitutes a credential 
that immediately establishes the identity and responsibility of the holder. 


For their commercial requirements we will be glad to furnish our clients 
with appropriate individual letters of introduction to our correspondents. 
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VOLUME II 
NUMBER 3 


THE INFLUENCE OF AMERICAN BUSINESS 
ON NATIONAL LIFE 


By ABBOTT PAYSON USHER 


I 


Ta culture and political ideals 
of the colonies on the Atlantic 
seaboard were from the begin- 
ning something more than a reflection 
or echo of the ideals of the mother 
country. The cultural heritage that was 
brought to this country began to be 
transformed almost at once. Old ideals 
assumed new significance, and new aims 
were developed under the influence of 
the novel economic and political condi- 
tions which developed in the settle- 
ments. Among the elements of novelty 
none was more important than the new 
position of the business man or mer- 
chant. 

In Europe, political and social life 
was dominated by the landed aristoc- 
racy and by professional administrators 
whose social position was substantially, 
if not literally, heritable. The great 
merchant was a power, especially in 
England and Holland, but even in those 
countries his influence was confined 
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within narrow limits by the prestige of 
the aristocracy. 

In the older countries, the business 
man could secure the largest measure 
of political and social importance by be- 
coming a landed proprietor and exert- 
ing his power as a member of the 
aristocracy. The ranks of the land- 
owners were in all countries largely 
recruited from such sources, and origins 
of “gentry” soon forgotten, with or 
without the assistance of elaborate 
family trees happily “discovered” by 
erudite genealogists. 

In the new world, the business man 
came into his own. The colonies were 
business ventures and, though some of 
the members of the companies were actu- 
ated by other motives, the commercial 
aspect of the enterprise was of dominant 
importance. It was thus no longer nec- 
essary for the business man to conceal 
his true character or to forsake his count- 
ing hquse. His community was ready to 
recognize in him one of its most im- 
portant leaders. There were large 
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landed proprietors in the southern col- 
onies, and a radical group of small 
farmers in the country districts of the 
northern settlements. In the North, 
however, leadership was primarily in 
the hands of the commercial class and 
the professional men associated with 
them, and the more northerly commer- 
cial settlements were fully as important 
as the southern agricultural colonies un- 
til the development of the cotton culture 
placed the balance of power definitely 
in the South. 

The business man has exercised a de- 
gree of influence upon the development 
of our national life that is unique. The 
power of initiation that has in other 
countries rested with the army and the 
landed gentry has with us been in the 
hands of the commercial class. Other 
influences have had a place in the forma- 
tion of our national institutions and our 
culture, but the ideals that have finally 
become predominant were mainly, 
though not exclusively, the work of the 
commercial class. 

The influence of the business man 
upon American institutions is not ob- 
vious on the surface, but it is not less 
important for that reason. In the 
Colonial period business enterprise was 
largely confined to commerce. Industry 
as we now think of it was almost in- 
significant as a factor in social and 
economic life. Agriculture was the chief 
source of exports in both the southern 
and middle colonies. In New England 
the main occupations were primarily 
commercial, ship building being the only 
phase of New England enterprise that 
could be classed as an industry, and ship 
building was so closely associated with 
the fisheries on the one hand and the 
carrying trade on the other that it is 
perhaps more convenient to think of it 
as an aspect of commerce rather than 
as an aspect of industry. 
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The commercial development of the 
northern colonies was probably an jm. 
portant factor in the achievement of 
political independence. The southern 
colonies were very closely identified with 
Great Britain in the sale of their prod. 
uce. In 1770, 76% of the export 
trade of Virginia and Maryland and 
71% of the exports of North and 
South Carolina went to Great Britain. 
Some appreciable portion of the exports 
to Great Britain were probably re. 
exported to the Continent, but the fact 
remains that the commercial contacts 
of the southern settlements were over- 
whelmingly British. Neither in New 
England nor in the middle colonies 
were contacts so largely confined to 
Great Britain. The dominant commer- 
cial interests of New England were in 
the West Indies, to which 56% of the 
exports were sent; 19% were directed 
toward South Europe. Pennsylvania 
was jointly concerned with South Eu- 
rope and the West Indies, sending 
42% of its exports to the West Indies 
and 50% to South Europe. The New 
England and middle colonies, therefore, 
were not as closely identified with the 
mother country in their economic in- 
terests; and, by reason of their active 
control of the carrying trade, would not 
feel under any necessity of making a 
sacrifice of any kind to secure political 
or economic favors from the mother 
country. 

The commercial settlements were 
thus in a position to consider the po- 
litical and constitutional issues that 
arose in the time of George III without 
prejudice of any actual economic de- 
pendence on the mother country. They 
were under no necessity of sacrificing 
what they deemed to be their rights 
in the interest of either military pro- 
tection or economic need. The position 
of the northern colonies was of moment 
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even to the situation in the South, be- 
cause the southern settlements were not 
dependent exclusively on British ship- 
ping for the conduct of their export 
trade. Virginia could at the worst find 
, market for her tobacco on the Con- 
tinent, and the Carolinas could easily 
develop other markets for their naval 
stores if necessary. The ships required 
for their needs could be made either at 
home or in New England. The eco- 
nomic situation of the seaboard settle- 
ments on the eve of the Revolution was, 
therefore, appreciably different from 
the situation in other dominions of the 
British Empire either at that time or in 
the nineteenth century. There was more 
of economic and political reliance upon 
the mother country in Canada in her 
critical period in 1830 and 1840, and 
the loyalty of South Africa and Aus- 
tralasia in the nineteenth century was 
profoundly influenced by their frank 
recognition of genuine dependence up- 
on the military and naval. protection of 
the mother country. The energy of the 
commercial classes in the colonies, 
therefore, created conditions which 
were essentially favorable to a struggle 
for independence, and the transfer of 
their energies to industry was an im- 
nortant factor in the successful prosecu- 
tion of the struggle. It involves per- 
haps no invidious distribution of praise 
to emphasize the contribution of the 
commercial North in these respects. 
Certain aspects of the Constitution 
and its early amendments reflect strong- 
ly the attitude of the commercial groups. 
The limitations imposed upon the power 
of the states in respect to tariffs reflect 
strongly the experience of the commer- 
cial colonies during the years under the 
Articles of Confederation. The dan- 
gers of jealousies among the states were 
more clearly felt in the North, and the 
sacrifice of local authority was more 


frankly made by the North than by the 
South. The constitutional history of 
the first half-century of the Government 
shows clearly the profound importance 
of both the constitutional statement of 
the authority of the Federal Govern- 
ment in relation to the states and the 
construction of those clauses held in the 
North. Federalism was thus essentially 
associated with the sentiment of the 
commercial classes. 

This relation of Federalism to com- 
merce is also to be perceived in the 
other important aspect in the balance of 
political forces: the relation between the 
commercial classes and the agrarian 
radicals. The cheap-money mania of 
the Colonial period had by no means 
abated. The weakness of the Govern- 
ment during the Revolutionary struggle 
had resulted in the emissions of paper 
currency much esteemed by the farming 
class. Problems of payment of debts 
were serious and vigorously debated 
issues. On the whole it is fair to say 
that the agrarians wanted cheap money 
and substantial renunciations of both 
public and private indebtedness. The 
Federalists stood for sound money and 
for the adoption of high standards of 
commercial honor in respect to both 
public and private engagements. The 
Constitution, together with the first 10 
amendments, is a vigorous assertion of 
these principles of commercial honesty 
and honor, many of which seem rather 
commonplace at the present time, 
though they were not to be taken for 
granted at that moment. The actual 
establishment of credit as well as the 
recognition of its desirability was like- 
wise an achievement that must be 
ascribed in substantial measure to the 
commercial element in the country. 

The influence of the business man 
was also of great importance at the 
crisis of the Civil War. Whatever 
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view may now be taken of the relative 
importance of state rights and of slav- 
ery, it is evident that the two issues 
were closely related and curiously inter- 
woven. Ostensibly, at least, state rights 
was the predominant issue; and the 
northern view on this subject was the 
old Federalist position that was the 
outgrowth of the view of the commer- 
cial classes. The sentiment of the com- 
mercial classes had not changed in the 
interval but rather deepened, and con- 
victions of the need of national soli- 
darity were certainly stronger in 1860 
than in 1789. The motives underlying 
the sentiment of the North perhaps in 
their entirety involved a much wider 
range of purposes than could with pro- 
priety be ascribed to the commercial 
class alone. Nevertheless the funda- 
mental ideals with reference to which 
the struggle was carried on were in fact 
the contribution of the commercial class, 
and that element in the community cer- 
tainly contributed its share to the lead- 
ership and the prosecution of the war. 

Since the development of the labor 
problem to its modern proportions, it 
has been frequently alleged that our 
Constitution is more conservative in re- 
spect to protection of property than the 
laws of even the older European coun- 
tries. It is alleged that the propertied 
classes, meaning primarily the commer- 
cial and industrial classes, deliberately 
and guilefully wrote into the Constitu- 
tion paragraphs that were intended 
frankly to set rights of property above 
the human rights of labor. The pri- 
mary object of attack is the “due proc- 
ess of law’’ clause in the fifth and four- 
teenth amendments. It is pointed out 
that these mobilize the whole power of 
the Federal and State Governments for 
the protection of property and consti- 
tute an obstacle to legislation in favor 
of regulations necessary to create 


proper working conditions and to pre- 
vent undue exploitation of labor by the 
employer. 

This is probably one of the most 
serious allegations of class influence in 
respect to our institutions, but the posi- 
tion cannot be maintained. The actual 
influence of these clauses is undoubtedly 
conservative, and it is true that social 
legislation is somewhat more difficult of 
achievement in this country than it has 
been in Great Britain; but this situation 
was certainly not intended, and the posi- 
tion cannot be represented as a delib. 
erate attempt of a definite class to en. 
trench itself in power for its own ends, 
The ideal behind these clauses is closely 
associated with the English respect of 
vested interests, and anyone familiar 
with the deep regard in England for 
property rights throughout the eight- 
eenth and nineteenth centuries would 
scarcely attempt to draw a distinction 
between the legal principles of the two 
countries. The influence of this respect 
for property, however, is inevitably 
somewhat different in a constitutional 
system like our own, with limited del- 
egation of pcwers to Congress and 
courts charged with the responsibility of 
maintaining the reality of the constitu- 
tional restriction of congressional 
authority. Though Parliament has for 
generations been solicitous of vested in- 
terests in property, there is nothing to 
prevent the passage of any particular 
statute dealing with property rights. 
The details of statutes that have actu- 
ally been passed have commonly ex- 
hibited a general disposition to deal 
gently with established rights, but no 
law can be declared unconstitutional, 
though many laws that have been passed 
in England have been executed with 
difficulty, and in some cases scarcely 
executed at all. . 

The advocates of social legislation 
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in attacking the “due process” clauses 
frequently neglect to call attention to 
the opportunities for the exercise of the 
police power which are duly authorized 
by the Constitution. Under this form 
of authority, too, there seems to be no 
fundamental obstacle to the develop- 
ment of any branch of legislation re- 
quired by the public interest in any 
jurisdiction. It is thus fair to say that 
our Constitution is intended to protect 
property against illegal confiscation, and 
that the Constitution also intends to give 
full scope to the protection of the pub- 
lic interest and of the welfare of in- 
dividuals that is legitimately a part of 
the public interest. In actual fact the 
development of regulative legislation 
has been very closely parallel in its de- 
tails to the legislation of Great Britain, 
despite the fact that the British Parlia- 
ment is hampered by no direct problem 
of constitutionality. In so far as the 
chronology of regulative legislation has 
been different, it is commonly due to a 
difference in the period in which the 
problem became significantly important 
in this country. 


I] 


The ultimate goal of ambitious men, 
whether among the aristocracy or in 
the commercial class, is the possession 
of power; but the conquest of power 
involves widely different methods in the 
different classes of society. For the 
aristocrat, power is achieved in the first 
instance, perhaps, through wealth in 
land; and some measure of wealth is 
an indispensable condition of power. 
Inheritance and social prestige tend, 
however, to make the possession of 
power somewhat independent of the 
amount of wealth, and except in the first 
generation exempt the aristocrat from 
any personal effort of achievement as a 


condition of securing and retaining his 
power. The aristocrat enjoys power as 
a fact of birth, and his position enables 
him to exercise power either in the nar- 
rower field of his village and county or 
in the broader field of the state at large, 
according to his talents and his ambi- 
tion. Whether he achieves it in the 
larger or the narrower field, power is to 
him an influence over the destiny and 
life of people inferior to him in social 
station, and its exercise is wholly a mat- 
ter of inherited position. 

The business: man, though he seek 
power, must find it through different 
sources. Wealth is an indispensable 
means to the end, though in some in- 
stances the wealth may merely be a sym- 
bol of the achievement; for the business 
man does not secure power directly over 
his fellow-men but, primarily, through 
conquest of nature and through the or- 
ganization of large enterprises in which 
the gains of society and of his fellows 
are as clearly evident as his own. His 
power in the community, therefore, is 
an outcome either of an unmistakable 
contribution to society in the form of 
inventions which further the conquest of 
our environment or through such clearly 
evident administrative services to his 
community that his authority rests upon 
the tacit consent of all concerned in 
recognition of mutual advantages. The 
position of the business man, therefore, 
represents a more direct achievement of 
power and a more evident service to 
the community than can be assumed in 
the case of the aristocrat. 

Service is not commonly present in 
the mind of the business man as a con- 
scious aim, but it is inevitably an in- 
dispensable condition of success— 
Thomas A. Edison, Henry Ford, F. W. 
Woolworth, John Wanamaker, Mar- 
shall Field, C. M. Schwab, E. H. Harri- 
man, and J. J. Hill, all achieved their 
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success through the magnitude and qual- 
ity of the service rendered the com- 
munity. Whether their talents were 
diverse and broad or narrowly concen- 
trated upon a single accomplishment, 
the compass of their achievement has 
been measured by their capacity for 
service. 

The reward of the business man, how- 
ever, is not directly proportioned to the 
service rendered. Many important ser- 
vices have been rendered by inventors 
and promoters, who died unhonored in 
obscurity. Many owe their wealth to ca- 
prices in the distribution of the bounties 
of nature, or to the lavish grant of im- 
portant franchises by legislatures and 
city councils. Little consideration was 
given either to the wisdom of such 
grants or to the equity of conveying 
franchises to promoters who jeopar- 
dized only the money belonging to bond- 
holders. Men of probity reaped where 
they did not sow, and the predatory 
spirits that exist in every class in every 
community undoubtedly gathered a 
bountiful harvest. It is the misfortune 
of the commercial class that the activi- 
ties of such predacious members are 
commonly deemed to typify a general 
attitude and not merely individual guilt 
or turpitude. The scandals of big busi- 
ness, whether in time of peace or in time 
of war, confirm certain members of the 
public in their shallow belief that the 
wicked prosper in proportion to their 
guilt. The fact remains, however, that 
the creation of wealth is constructive 
work of the highest order, even though 
there be some apparent caprice in the dis- 
tribution of rewards. The highest dis- 
tinction of the business man is his power 
of service, not his wealth. 

The growth of the industrial com- 
munity, too, is placing more and more 
emphasis upon sheer administrative ca- 
pacity and less and less emphasis upon 


personal wealth. The most influential 
personalities in our business world to. 
day are no longer our wealthiest men, 
Those who possess the greatest power 
are those to whom is most largely en. 
trusted the wealth of others. The in. 
fluence of the Morgans, of Hill, of 
Harriman was not to be measured in 
terms of their personal resources. The 
ownership of capital and the administra. 
tion of business enterprise are no longer 
as directly associated as was true a cen- 
tury, or even half a century, ago. Char. 
acter and a high sense of commercial 
honor are thus even more essential to 
the community than heretofore. In- 
dividual failure to conform to the code 
of the class attracts conspicuous atten. 
tion, partly because so much is assumed 
and so justly assumed. It is strongly 
significant of our standards that we 
commonly expect more rigid conformity 
to the principles of business ethics than 
to the requirements of ethics in per- 
sonal life. 

The ambition of the business man 
need no longer lead so directly to 
an attempt to secure political power, 
because the opportunities in business 
today are more attractive than po- 
litical preferment. The business man 
is not subject to the fear of loss of 
power through hazards of party life, 
and his tenure of influence is not sub- 
ject, even during its enjoyment, to the 
dictation of associates who are jealous 
of his position in the party or opposed 
to his policies. Business, therefore, 
tends to offer an opportunity for the 
exercise of his will unhampered by ob- 
jections of enemies or envy of apparent 
friends. 

This engrossing interest of the busi- 
ness man in the direct administration of 
his enterprises has thus tended to create 
a different attitude toward political pre- 
ferment; and, whereas the influence of 
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the aristocrat manifests itself directly 
and unmistakably in the conduct of the 
afairs of state locally or in the national 
government, the influence of the modern 
business man is indirect. Perhaps it is 
for this reason that the conduct of 
afairs in the two great republics now 
controlled primarily by business men 
represents a lower standard of achieve- 
ment in respect to efficiency of public 
administration than is the case either in 
England or in pre-war Prussia, where 
the dominant influences have been most- 
ly aristocratic, despite the qualifications 
of the power of the aristocrats in the 
last generation. 


III 


Despite the influence of the commer- 
cial and industrial classes upon the de- 
velopment of the constitutional ideals 
which are really the foundation of our 
whole national existence, the individual 
business man is frequently placed in a 
position that makes him seem to be re- 
sisting the development of administra- 
tive and regulative authority or actually 
evading existing laws. The individual 
is placed in a false position, and if the 
circumstances of the situation are not 
suficiently examined, there is a great 
temptation to fall into a cynical and un- 
social attitude toward the business man. 
It is easy to find apparent foundation 
for the charges that the business man 
can find the means of defending himself 
when guilty of illegal acts, that a long 
purse is sufficient guarantee of immunity 
from either prosecution or punishment, 
and that sufficiently astute counsel can 
commonly be discovered to enable the 
business man to evade the spirit of the 
law while complying with the letter of 
the statute. The worst critics common- 
ly admit that he keeps ‘“‘within the law.” 
Their charge is really that he is insin- 
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cere as well as being actually guilty of 
wrong-doing. 

This problem arises throughout our 
history. The navigation laws of Great 
Britain prior to the acquisition of in- 
dependence were regularly evaded, and 
technically most of the colonial mer- 
chants were guilty of smuggling. But 
the colonial merchant did not admit the 
legality of those regulations. More re- 
cently the attempts to restrict competi- 
tion place the business man in positions 
of delicacy. The development of ad- 
ministrative jurisdiction has made it in- 
evitable that the business man should 
undertake difficult lawsuits in order to 
define exactly the sphere of action ap- 
propriate to the newly created author- 
ities. All of these situations tend to 
make it appear that business is an ob- 
structive or lawless force set against the 
constructive development of public au- 
thority and the enforcement of estab- 
lished law. The situation, however, can- 
not be judged in the light of appear- 
ances. In the old days resistance to 
the alleged illegal exercise of authority 
by the Crown gave Hampden immor- 
tality, and though few citizens have 
achieved such great fame for their part 
in the definition of law, many lesser 
heroes have been created when central 
authority was frankly dreaded and em- 
phasis was placed upon the protection 
of the individual rather than upon the 
increase of administrative or bureau- 
cratic authority. In England and in the 
United States the danger from autoc- 
racy has been so long outlived that we 
are prone to forget that a bureaucracy 
exercised in the name of the people may 
create a tyranny that is as dangerous as 
that of a despot, despite the difference 
in form and despite the difference in 
the sanctions in the name of which the 
power is exercised. It may be that the 
resistance of individual business men to 
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reckless development of bureaucratic 
methods may establish claims to social 
recognition in the future comparable to 
the repute enjoyed today by the heroes 
of the struggle with autocracy. 

The large development of regulative 
legislation has created a legal and con- 
stitutional problem that has no parallel 
in the past. When law was largely a 
matter of protecting the community 
against crime and maintaining the sanc- 
tity of commercial contracts, there could 
be little question of the essential wis- 
dom of legislation. The issues involved 
were largely moral issues of a character 
which was adequately determined by the 
spirit of the age, and though criminal 
legislation for a long time required ad- 
justment by the common sense of the 
jury, there were few serious issues as to 
the wisdom of legislation. One could 
assume some measure of adequacy in 
the statute law. 

The large growth of complex legis- 
lation with reference to the regulation 
of industry and commerce has created 
a new difficulty. There is serious likeli- 
hood that legislation may be ill adapted 
to its actual purpose; difficult problems 
of economic policy are now involved 
which are not particularly adapted to 
the attainments of our democratic legis- 
latures. Changed social conditions in- 
volve problems incapable of immediate 
solution. In form, however, these laws 
are categorical and must be recognized 
in each jurisdiction by the commercial 
and industrial classes. The problem of 
administering such legislation becomes a 
very serious one when the text of the 
law or the principles in which it is con- 
ceived are in any degree inconsistent 
with the practical situation in the com- 
munity. The law must in such cases be 
regarded as the beginning of an attempt 
to give definition to certain needs in so- 
ciety. It would be unfortunate in the 
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extreme to adopt a narrowly legalistic 
attitude with reference to the admin. 
istration of the legislation. In all these 
new phases of administrative develop. 
ment the business man both as an in. 
dividual and as member of a class must 
needs play a part in the formulation of 
new policies and new constitutional 
ideals; and, because actual growth of 
legal principle is necessary, no one can 
safely assume that a literal administra. 
tion of the initial statute is an adequate 
solution of the problem. 

Legal growth under our institutions 
takes place by way of precedent and in. 
terpretation as well as by legislation. 
The body of the statute may thus be 
modified in practice, and such modifica- 
tions are properly as definite a part of 
the law of the land as the original stat- 
ute. Legal interpretations of clauses, 
which seem evasive and technical to a 
layman, are thus merely evidences of a 
power of growth that is in reality the 
most distinctive feature of our institu- 
tions. The significance, therefore, of 
the activities of the business man in the 
courts and the sincerity of his consulta- 
tions with counsel can hardly be dealt 
with in the superficial manner that com- 
mends itself so readily to the cynical 
critic. 

Some serious errors of detail have 
been made in the attempts to define the 
principles of competition which we are 
in general anxious to maintain. Both 
in industry and in transportation some 
limitations on competition are essential 
in the interest of the individual and of 
the public. Neither the Interstate Com- 
merce Act of 1887 nor the Sherman 
Law of 1890, however, was wholly 
felicitous in expressing the principles of 
regulation meant to be there laid down. 
The business men have been placed in 
the very difficult position of administer- 
ing their enterprises when the bound- 
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aries of public authority were uncertain, 
and they have been obliged to contrib- 
ute to the constructive development of 
legal precedent with reference to the 
exact limitations of the new administra- 
tive jurisdictions. The first interest 
of business men has commonly been 
the eficient organization of their enter- 
prises, and at times this has led them 
into activities which were more or less 
in conflict with existing statute law. Ad- 
justments must needs be made either by 
modification of the business practice or 
by modification of the laws, and it is 
by no means clear in all cases which 
method of adjustment is more desir- 
able from the point of view of public 
interest. For over a generation the 
business man has been participating in 
this constitutional reorganization of 
our Government, and, because he has 
generally been in the position of oppos- 
ing particular extensions of administra- 
tive authority, his influence has been 
commonly deemed to be obstructive. It 
is, however, unfair to interpret his part 
in this task in such light, and although 
perhaps the motive power in these re- 
forms comes from the agrarian radicals, 
the actual work of reform falls in no 
small measure upon the business man 
and his legal counselors. 


Iv 


Because education is closely asso- 
ciated with the larger urban centers, the 
development of educational institutions 
in our country has been in a peculiar 
sense associated with New England and 
the middle states. The industrial and 
commercial development of these re- 
gions resulted in a larger measure of 
concentration of population than oc- 
curred in the South, and created condi- 
tions which were, for that reason, more 
favorable to the development of intel- 
lectua! life in all its forms than was true 


in the southern states. For this reason 
the commercial and industrial classes 
have stood in a peculiar relation to 
education and particularly to higher 
education throughout the history of the 


country. The institutions in the regions 


dominated by industry and commerce 
have grown more rapidly, have enjoyed 
a stronger economic position, and for 
this reason exerted a greater influence 
than the institutions either in the south- 
ern states or in the frontier com- 
munities. 

The earlier history of higher educa- 
tion has been largely a record of in- 
stitutions primarily based upon private 
endowment, and it is for that reason 
that the institutions have been so closely 
associated with the ideals and social life 
of the commercial and industrial classes. 
The means of supporting them have 
necessarily been furnished by the busi- 
ness men of the community, and it was 
inevitable that the development of edu- 
cation should be closely associated with 
the ideals of representative business 
men. Latterly, state universities have 
come to exert a large influence in the 
educational field and must inevitably 
play an important part in the future of 
higher education, but it will be evident 
to anyone familiar with the history of 
state education that it would be unfor- 
tunate in the last degree that education 
should be in the future entirely depend- 
ent upon state aid. State institutions 
are peculiarly adapted to diffusing 
ideals of education that are thoroughly 
established or to meeting clearly recog- 
nized needs among the people; but state- 
controlled institutions can rarely display 
the power of leadership that can be de- 
veloped by endowed institutions which 
are not responsible to a popular con- 
stituency with reference to their aims 
and purposes. The endowed institu- 
tion can set for itself ideals which are 
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not at that time shared by the com- 
munity as a whole. It can become the 
vehicle for the diffusion among the 
many of the ideals of a small minority, 
and it becomes for that reason perhaps 
the greatest vehicle for the diffusion of 
ideals that can exist in any community. 
The significance of the endowed col- 
leges and universities in our country can 
hardly be measured by their enrolment 
or by the roll of their graduates, and 
despite the difficulties that now face the 
endowed institutions, one can scarcely 
feel anything but concern lest their in- 
dependence and their future be jeopar- 
dized by dependence upon actual state 
grants or by inability to compete with 
state institutions maintained by direct 
grant or endowment in public lands. 
The American college has shown the 
influence of the business man in the past 
by the gradual separation of profes- 
sional from general education. Colleges 
were at first designed to afford training 
in theology and preparation of an ele- 
mentary character, perhaps, for law and 
medicine; they have become primarily 
institutions for the education of the 
community as a whole, irrespective of 
direct professional interests. With our 
freedom from tradition, this has meant 
that the American youth have been edu- 
cated primarily with reference to the 
development of their own individuality 
rather than with any purpose of mold- 
ing them in the classical tradition of an 
aristocratic society as in England or 
in the administrative traditions of a 
bureaucracy as in Prussia. The attempt 
to emphasize human values for their 
own sake, rather than any educational 
tradition, has tended to give a special 
quality to American education which 
can hardiy be measured by purely aca- 
demic standards. This has probably 
been an important service both to the 
cause of education and to our own 
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people, but the growth of our educa. 
tional system has important possibilities 
still in the future. 

The older professions have all been 
established as specific branches of ep. 
deavor, involving study subsequent to 
the first college degree. The newer de. 
velopments involve the building up of 
substantial education for business itself 
and for training in the sciences with spe- 
cific reference to their application in 
business. Participation in this develop. 
ment affords an especially important 
opportunity for the contact of business 
men with education, for they are now in 
a position to render a specific contribu. 
tion to the development of academic 
instruction, and they are in a position 
to reap a proportionately direct gain. 
The value of professional instruction in 
business will inevitably be largely de- 
termined by the effectiveness of co- 
operation between business men and the 
schools. The schools will assist in the 
discovery of capacity throughout the 
community and will contribute much 
toward giving actual meaning to equal- 
ity of opportunity. It has always ex- 
isted in a great measure in the new 
world, but has tended to be qualified by 
the educational requirements of the 
newer generation. 


Study of this problem will show a 
curious contradiction between popular 
opinion and the conclusions to be drawn 
from a study of history. Popular opin- 
ion, particularly in recent years, has been 
that business is essentially unethical and 
that business men are hardly honest. 
Yet from the beginning successful busi- 
ness has been a matter of applied ethics 
and, generally speaking, successful busi- 
ness has been necessarily honest. It is 
unimportant whether the ethical motive 
was conscious or was merely an expres- 
sion of group feeling. Ordinarily, suc- 

















cessful business men have had to be 
ethical to be effective. The very unpop- 
ularity of business at the present day 
might be considered as a symptom of a 
growing popular appreciation of long- 
existing business ethics. 

In Elizabethan days, provided his 
more overt activities were limited to 
ships of other nationalities, the gentle- 
man “pirate” was termed a “‘privateer”’ 
andattimes knighted. Since then, piracy 
has become an unqualified crime, and 
pirates have been hanged whenever 
caught. This is because of a change 
in public standards. Similarly, what 
would have been regarded a generation 
or two ago as mere business practice is 
today condemned. The standards set 
up for business have, however, first been 
set up by business men themselves. 
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Later the general public comes to re- 
quire universal observance of the code 
partially established and to apply it 
without discrimination. What seems to 
be needed is perhaps more emphasis on 
the historical significance of business 
and the part that it has played in our 
national life. Too much emphasis has 
been given to war and politics. Popular 
misunderstanding probably will continue 
until business men have realized and ac- 
knowledged that modern conditions are 
making business a recognized profession. 
General observance of a professional 
standard would ultimately exert a pro- 
found influence on public opinion. At 
present there is a wide-spread misunder- 
standing of the fact that business is as 
much a part of the social fabric as any 
other occupation. 
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By WILLIAM TRUFANT FOSTER AND WADDILL CATCHINGS 


HAT is the likelihood that the 
next upward swing of business 
will develop into a major move- 

ment and culminate in another depres- 
sion? What is the likelihood, on the 
other hand, that sufficient forces will be 
brought to bear, as in the spring of 
1923, to stop the next upward move- 
ment, prevent a general recession and 
keep business on a fairly even keel? 
These questions are of dominant in- 
terest to business men. We cannot an- 
swer them; and we shall not hazard 
guesses. We shall venture no further 
than to point out some of the expe- 
riences of the past two years that we 
ought to take into account in consider- 
ing the prospects of the next two vears. 


I 


In order to present these recent ex- 
periences in bold relief, we must first 
sketch in, as a background, the previous 
significant swings of business. Chart I 
pictures the movement of wholesale 
commodity prices in the United States 
and in England from 1800 to 1922. 
The chart shows that from 1914 to 
May, -1920, wholesale commodity 
prices in the United States rose from 
100 to 253. During the next 12 
months, prices dropped abruptly to 





1 According to the index of the United States 
Bureau of Labor Statistics: a weighted average of 
wholesale prices of over 400 raw and manufactured 
articles. This is the price index used throughout 
this paper, unless otherwise stated. It is the basis 
of the commodity price lines in Charts III and V. 
Both have been computed on a 1919 basis. 


148.* For anyone who understands the 
disastrous eifects—economic, _ social, 
moral—of inflation and deflation, these 
few statistical items or the lines jn 
Chart I are enough to tell the whole 
story in broad outlines. 

We may next observe that, following 
the collapse of 1920 and the sharp de- 
scent into depression, we had a year of 
economic stability—extraordinary sta- 
bility, as a glance at the various charts 
will show. From April, 1921, to 
March, 1922, it appears that prices, 
production, trade, and employment fluc- 
tuated less than in any 12 months since 
the outbreak of the World War. (See 
Charts III and IV.) During this pe. 
riod, the Harvard price index moved 
within the comparatively narrow range 
of 49.8 and 55.9.2 The Harvard index 
for business (Line B in Chart V) fluc- 
tuated much less than in any other 12 
months from 1919 to date: wholesale 
commodity prices did not move above 
148 or below 138. Indeed, from June, 
1921, to March, 1922, in only one 
month was there a variation of as much 
as 1% from 141. Employment, both 
in the first month of this period and in 
the last, stood at 81, having been no 
higher than 85 in any month. These 
facts are pictured in Chart III. The 
volume of domestic trade, as indicated 





Fluctuations in the volume of money during the 
same period are shown in Chart IL. 


2 The source of statistics in this paper, unless 
otherwise stated, is The Review of Economic Statis- 
tics. See, especially, Supplement 1, June, 1923, and 
the “Review of the Year 1923.” Chart III is based 
upon a subsequent revision of unemployment sta- 
tistics. 
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iCommodity Prices in the United States and England, 1800-1922, 
Prices in 1914-100 
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Harvard Economic Service, June 10, 1922. This chart shows wholesale prices for a period 
of 122 years. For England from 1797 to 1820, and again from 1914 to the present time, prices 
were in terms of inconvertible paper money. For the United States the same is true for the 
years 1814-17, and for the years 1862-79. With these exceptions the chart records the move- 
ments of gold prices, which, of course, were substantially the same in other countries. 
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by bank clearings outside New York 
City, was 13.37 billion in April and 
14.04 the following March, having in 
the meantime reached no higher than 
14.37 (Chart IV). The volume of 
manufacture, it is true, ranged from 72 
to 92, indicating the possible approach 
of trouble; but, on the whole, though at 
a low level throughout the year from 
April, 1921, to March, 1922, business 
was remarkably steady. 


I] 


During the next 12 months, it was 
not. All the principal indexes of busi- 
ness conditions exhibited marked upward 
tendencies which, early in 1923, went so 
far that business appeared to be in the 
hrst stage of a major boom. The Har- 





vard price index of business cycles, start- 
ing at 54.3 in April, 1922, rose to 78.9 
in February—a range of 24.6, compared 
with a range of 6.1 for the previous 12 
months. Wholesale prices rose from 
143 to 159. Employment moved up 
rapidly from 78 to 96. More impor- 
tant still, volume of manufactures rose 
in one month (February to March) 
from 109 to 117, and thus reached the 
highest point in three years. The vol- 
ume of manufacture of consumption 
goods, which continued above normal 
through 1922, rose sharply from 1o1 
in January to 115 in March. Produc- 
tion of pig iron, which had mounted 
from 33 in the summer of 1921 to nor- 
mal in November, 1922, went abruptly 
up to 116 the following March. The 
monthly production of automobiles 























jumped from 207.3 thousand cars in 
December to 344.4 thousand cars in 
April. At the same time, volume of 
building permits reached a high peak. 
(See Chart 1X.) Thus, production as 
a whole was rapidly moving toward the 
point where the selling of increased 
stocks to consumers at the higher price 
level might become impossible. At the 
same time, however, the volume of do- 
mestic trade, which had hovered around 
14 during the previous 12 months, in- 
creased rapidly. In March, 1923, it 
rose to 17.58. 

This abrupt upward movement of the 
early months of 1923 is shown in the 
charts. They depict heights of indus- 
trial activity. They mark the rapid 
progress of business toward conditions 
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in which increased volume of currency 
and bank credit, under prevailing meth. 
ods of financing industry, would stil] be 
accompanied by higher prices but no 
longer by increased production. A 
glance at these charts suggests that if 
the advance had continued at this rate 
for another 12 months, we should now 
be in the midst of hectic “prosperity,” 
with another period of severe depres. 
sion just ahead of us. We should be 
about to suffer again the inevitable evils 
of monetary inflation. 


ll 


But the rise of prices of the early 
months of 1923 did not continue. Nei- 
ther was there a general! slump in busi- 
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ness. There was, indeed, an unfor- 
tunate recession—a more than seasonal 
decline—in the middle of the year; but 
it was a decline from a high level to a 
level that was still high, and it did not 
lead to a depression. What actually 
happened seems almost too good to be 
true, even though it is not all that could 
be desired. The net result of the 
forces that, somehow or other, were 
brought to bear at this time was a year 
of sound economic conditions. The 
physical volume of trade, all branches 
included, was 9% above normal; and 
freight-car loadings, the most compre- 
hensive of indexes, broke all records. 
Employment, wages, trade, and profits 
were sustained, in general, on a high 
level. The stability of industry and 





finance, as a whole, during the last three- 
quarters of the year is pictured by va- 
rious lines in Charts I, III, VI, and VII 
which move with a horizontal trend 
through this period. Meantime, the 
attitude of forecasters, bankers and 
business men, generally, toward the 
prospects of 1924, changed from con- 
cern to confidence. 

That all this was accomplished with- 
out resort to the treacherous stimulus of 
inflation is shown by the fact that our 
general price indexes, during the last 
three-quarters of the year, moved with- 
in a narrow range. (See Charts I and 
III.) Food prices and the cost of liv- 
ing were a little higher in December 
than at any other time during the year, 
but only a little higher. For the cost 
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of living, the range was only 4%. 
Wholesale prices moved from 159 in 
April to 151 in December, the range 
having been only 5%. 

At the same time, the chief monetary 
factors showed notable stability. This 
is evident from a glance at Chart VI. 
The four lines in the 1923 column— 
much closer to horizontal than in any 
year since 1916—represent the statistics 
(top to bottom) for reserves, Federal 
Reserve notes in actual circulation, de- 
posits, and loans and investments. Be- 
tween this picture of stability in the 
1923 column and the lines in the other 
columns, the contrast is striking. 


IV 


How was this unusual stability 
achieved? How did it happen that the 
rise of prices, once well under way 
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early in 1923, did not, like the similar 
movement a few years before, carry us 
forward to a boom, a collapse, and , 
depression? 

One thing, at least, is clear. The re. 
straining influence was not the reserve 
ratio. We had enough gold to form 
the basis of a larger volume of currency 
and bank credit than we had ever used 
before. Within the reserve require. 
ments of the Federal Reserve System, 
the price level could have been carried 
twice as high as the highest point of 
1923.* (See Chart VIII.) It is equal. 
ly clear, from the statistics now avail- 
able, that the curbing of the tendency 
toward the inflationary movement was 
not due chiefly to conditions in Europe, 
or to foreign trade, or to the automatic 





8 Samuel W. Anderson, “The Federal Reserve 
System in Its Relation to Inflation and Deflation,” 
Harvard Business Review, January, 1924. 
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operations of business financing, or to 
a consumers’ strike against high prices. 

In seeking to explain what happened 
early in 1923, we must take account of 
the state of mind of bankers and busi- 
ness men. Evidently, their painful 
memories of the inflation and deflation 
of a few years before were still vivid. 
In this early stage of what appeared to 
be a bocm, caution was urged from 
many influential quarters. The United 
States Department of Commerce ad- 
vocated the postponement of construc- 
tion, wherever feasible. Some fore- 
casting agencies and some trade asso- 
ciations advised caution. Various banks, 
in their monthly letters, gave reminders 
of the disasters of 1920. The monthly 
letter of the National City Bank, for 
example, one of the most widely read 
of economic bulletins, said in January 
that the upward tendency of wages 
should prompt business men to operate 
with caution. In February, it remarked 
that business men “are following con- 
servative policies and showing little in- 








clination to become extended, which is 
the part of wisdom in present condi- 
tions.” In March, it warned its readers 
that every upward movement is in dan- 
ger of running away. In April, it again 
called attention to the danger of in- 
flation. ‘The industries of the coun- 
try,” it declared, “are already working 
practically at capacity, or to the limit of 
the labor supply. Under this condition 
they cannot use more credit to advan- 
tage.” These warnings are typical of 
the state of mind of bankers in the early 
months of 1923. 

At the same time, economists through- 
out the country expressed concern over 
the marked trend toward inflation. On 
March 1, 1923, the National Monetary 
Association prepared the statement 
shown on the following page. It is 
significant because it expresses the views 
which were held at that time by nearly 
all economists, and which, no doubt, 
had some influence on the general busi- 
ness situation wherever the views of 
economists were heard. 
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We are in an era of sharp price advances, 
and the National Monetary Association be- 
lieves that the rapid rise in the price level will 
continue for some time unless definite steps 
are taken to keep such a movement in check. 
Productive activity, according to reliable in- 
dexes of production, is rapidly approaching a 
level as high as the peak attained during the 
last boom period; and no further advance in 
prices can be justified on the ground that it is 
needed to stimulate production. With the ex- 
periences of 1919, 1920, and 1921 still fresh in 
mind, the entire country is well aware of the 
vast losses and injustices which arise out of 
such periods of inflation and deflation. .... 

The association holds that in so far as fur- 
ther advances of the price level are moderated, 
this accomplishment will tend to: (1) miti- 
gate the severity of the next major reaction in 
business; (2) decrease the length of the en- 
suing period of depression; (3) lessen indus- 
trial unrest and the losses which arise there- 
from; and (4) lessen injustice to the great 
mass of the American people, since their wages 
and income from savings do not increase as 
rapidly as prices. 


All these facts go to show that the 
country has a much clearer idea than 


ever before of the monetary require. 
ments of sustained prosperity. Though 
there are still many who insist that, re. 
gardless of the state of business, the 
Government can promote the general 
welfare by printing more money, or the 
banks by expanding loans, their inf. 
ence was not sufficient in 1923 to induce 
this country to emulate the excesses of 
Central Europe. And our chances of 
avoiding such excesses are much better 
than they used to be, mainly because of 
the unhappy results in Central Europe 
and the effective public education con- 
ducted in recent years by banks, Federal 
agencies, trade associations, forecasting 
services, the National Monetary Asso- 
ciation, and statisticians and economists 
generally. 
V 


Still more cautions became the busi- 
ness world when the rediscount rates 
were raised. In February and March, 
1923, the Reserve banks of New York, 
Boston, and San Francisco raised their 
rates. (See Chart VII.) Interest 
rates of commercial banks rose in Feb- 
ruary and again in March. Rates on 
call loans, on 60- to go-day paper, and 
on 4- to 6-month paper were all higher 
in March than in any month of the pre- 
vious year. Chart III shows that the 
raising of money rates was followed 
promptly by a curbing of the upward 
movement of prices and production. 

The nice adjustment of money rates 
was previously shown during the 12 
months of conspicuous business stability 
which we have described above (April, 
1921, to March, 1922), when the av- 
erage rates charged on bills discounted 
by Federal Reserve Banks fell steadily 
from 6.32 to 4.70. That the changing 
ratios were important factors in main- 
taining the stability of the period is 
beyond question. 
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Not so generally understood is the 
fact that the open-market operations of 
the Federal Reserve Banks in the first 
half of 1923 tended to curb the in- 
flationary movement, and, in the second 
half of the year, tended to sustain busi- 
ness on its new level. Early in January, 
the Federal Reserve Banks held open- 
market acceptances and United States 
securities to the value of 734 million 
dollars. These they reduced steadily 
throughout the period of incipient busi- 
ness boom. By July the total holdings 
were less than 300 million dollars. Be- 
tween October 17 and the end of the 
year, however, the holdings increased 
from about 300 million to 473 million 
dollars. Thus the open-market opera- 
tions took money out of general circula- 
tion at a time when, according to all our 
indexes, money in circulation was in- 


_ *The policy of the Federal Reserve Board dur- 
ing 1923 found expression mainly in these open- 
market operations. That policy was in accord with 
the following principle, adopted by the Board, in 
April, 1923: “That the time, manner, character, 


creasing faster than the volume of 
trade; and, later in the year, when these 
same guides began to point in the other 
direction, the open-market operations 
put more money into circulation. 

How well these open-market sales 
and purchases were adjusted in time and 
volume to the other factors that affected 
the general price level and the general 
business situation is shown by the 
graphic accounts of the year 1923 to 
which we have called attention. The 
open-market policy of the Board was 
an effective adjunct to other forces in 
maintaining the stability of prices, 
though the policy was adopted, accord- 
ing to the official statement, with pri- 
mary regard to the accommodation of 
and the general credit situation. Ap- 
parently, the effect would have been 
better still had the policy been carried 





and volume of open-market investments purchased 

by the Federal Reserve Banks be governed with 

primary regard to the accommodation of commerce 
and business and to the effect of such purchases or 

sales on the general credit situation.” Federal Re- 
serve Bulletin, January, 1924. 
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out sooner. The action of the banks 
seems to lag several months behind the 
signals for such action. (See Charts 
III, IV, and V.) 

We must conclude, then, that the dis- 
count rate and open-market policies of 
the Reserve Banks had their part in 
preventing the sharp upward movement 
of early 1923 from going forward to 
a boom and a collapse. This conclu- 
sion, it would seem, might be admitted 
by anyone, no matter what theories he 
may hold concerning the causes of busi- 
ness cycles. Other economic factors of 
early 1923 that helped to save the situa- 
tion must be reserved for later con- 
sideration. 

VI 


With these experiences of the past 
five years in mind, we may now return 
to the question with which we started: 
What are the chances that another 
marked movement toward inflation, 
once under way, will be curbed before 
it has resulted in “overproduction” that 
leads to deep depression? 

The chances are nil, let us note at 
once, if we rely on the “gold standard,” 
so-called, or on a legal minimum re- 
serve ratio, like the one in the present 
law, that is arbitrarily fixed without 
reference to movements of the price 
level. The gold basis, it is true, pre- 
vents such fiascos as the printing-press 

































= 





Chart VI 


Federal Reserve Ratio (Monthly Averages for the System) 


| 






HLT 





1915 1916 1917 1918 1919 1920 1921 1922 1933 

















HARVARD BUSINESS REVIEW 


performances of Russia and Germany; 
but there never was a time when the 
gold basis stabilized the purchasing 
power of money. From 1914 to 1920, 
the price level in the United States on 
a gold basis mounted from 100 to 2 53: 
then, in less than one year it fell, stil! 
on a gold basis, to 150. The disastrous 
results do not need recounting now, 
Under the existing law and with the 
present stock of monetary gold in the 
United States, which is approximately 
half the world’s supply, the fluctuations 
in the value of the dollar could become 
still more spasmodic and more disas- 
trous. (See Charts I] and VIII.) The 
inflow of gold continues to make the 
problem more serious, and the end is 
not in sight. 

Even the approximation to a stable 
level (shown in Chart 1), that at times 
has been achieved both in England and 
in the United States by means of gold 
reserve requirements and the old ma- 
chinery of currency control, is not 
likely to be achieved again in either 
country, under the new conditions, un- 
less a stable price level becomes the 
avowed object of conscious policy.’ It 
is not now the avowed object in this 
country. The present Federal Reserve 
Law is not aimed to prevent sustained 
departures from the general price level. 
On the contrary, a provision directing 
the Board to use its powers for this 
purpose was thrown out before the law 
was passed. The Board and the banks 


were doing all that the law required 


during the injurious inflation of 1918- 
1920 and the even more injurious defla- 
tion that followed. Again, in the early 
months of 1923, they would have been 


5 The reasons for this statement, as it applies to 
Great Britain, are set forth by the Right Hon- 
orable R. McKenna, in his annual address as chair- 
man of the Midland Bank, Limited, January 25, 
1924. 
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just as true both to the letter and to 
the spirit of the law if, instead of putting 
their rates up, they had put them down. 
Then, as at all times, the Board was 
under pressure from the “foes of the 
money monopoly’—from those whose 
cure-all for economic ills is always easy 
money. A year ago, as now, those who 
wanted easy money could maintain, with 
strict adherence to the truth, that neither 
the reserve ratio nor bank profits justi- 
fied the banks in keeping up their rates; 
and that, in pursuing a discount rate and 
open-market policy that tended to stabi- 
lize prices and thus “to put brakes on re- 
viving prosperity,” the banks were act- 
ing arbitrarily and without the warrant 
of Congressional mandate. That the 
Board and the banks succeeded, under 
these circumstances, in resisting political 
pressure and doing their part to safe- 
guard the year 1923 from further in- 
flation and from extreme deflation is 
highly to their credit. 


VII 


In view of this measure of success, 
and the relative stability of the past 12 
months, it is easy to understand why 
some men oppose any change in our 
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Building Permits 1919-1923 





official monetary policy. Why not let 
well enough alone? What could be 
gained now by Congressional action di- 
recting the Board to use its powers 
toward preventing sustained departures 
from the prevailing price level? 

There are a number of pertinent an- 
swers to this question. First of all, the 
best time to take action toward prevent- 
ing violent movements of the price level 
is when the price level is fairly stable. 
At such a time the immediate effects of 
the proposed action are slight and no 
criticism of existing authorities is im- 
plied. At such a time, moreover, the 
question of the level near which general 
prices should be stabilized is not a burn- 
ing public issue. Thus the measure can 
be considered on its merits, compara- 
tively free from sectional economic and 
partisan political complications; and the 
measure can go into effect without dis- 
turbance to business. 

In the second place, no matter how 
high our regard may be for the pres- 
ent Secretary of the Treasury and the 
present members of the Federal Re- 
serve Board, we have no guarantees con- 
cerning the qualifications of future mem- 
bers. That uncertainty is inherent in 
our political system: from it there is no 
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escape. We cannot make sure that fu- 
ture members will understand the rela- 
tion of movements of the price level to 
human welfare or the relation of their 
own policies to either, or that they will 
resist the pressure to act in what appears 
to be the special interests of a class or 
of a political party. But we can make 
sure that no doubt exists concerning 
their main function. We can direct 
them to use rediscount rates and open- 
market purchases and sales for the spe- 
cific purpose of safeguarding the pur- 
chasing power of the dollar. And then, 
by means of an official index number of 
prices, published weekly and improved 
as a result of further statistical research, 
we can measure with a high degree of 
accuracy the progress of the country in 
achieving this purpose. 

There is abundant evidence that the 
present Board, during the past two 
years, has promoted the welfare of the 
country, as a whole. But it has pur- 
sued no avowed policy that the public 
can understand; and partly for this rea- 
son it has been subjected to much un- 
deserved criticism and to some political 
pressure that might have been avoided. 
Its avowed policy of acting “with pri- 
mary regard to the accommodation of 
commerce and business”’ is unobjection- 
able: but it is too vague. At all times, 
there are many men who are convinced 
that their business would be greatly “‘ac- 
commodated” by easy money, and they 
see no reason except a “money monopo- 
ly” why the Government should not give 
them what they want. Their program 
seems to have been vigorously supported 
by organized propaganda. These more- 
money enthusiasts have had their way 
recently in Central Europe. They may 
at any time gain the upper hand in the 
United States Congress. Before that 
time comes, the country ought to be 
committed to the principle of prevent- 
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ing, by means of currency and bank 
credit control, such fluctuations as are 
avoidable. 

In estimating the future need for such 
an avowed policy, we must take account 
of the fact that in 1923 the Board and 
the banks were aided and abetted by a 
spirit of caution that, as we have shown, 
ruled the business world. When the 
next marked movement toward inflation 
sets in—and it is sure to come, sooner 
or later—the people are not likely to 
regard it so suspiciously as they did the 
movement of 1923. This is a third rea. 
son for taking definite action now. In 
1923 men were cautious because prices 
were still high, compared with 1913, 
and some thought that there would be 
a return to pre-war levels. Further- 
more, men were cautious because they 
had not recovered from the disaster of 
1920; liquidation in some lines was still 
under way; a number of the most im- 
portant industries were still accumulat- 
ing deficits instead of profits. But every 
year the memories of the sufferings of 
1920 and 1921 become less vivid. The 
memories of business men are tradition- 
ally short. Already many men are 
denouncing the caution of last year and 
condemning the Federal Reserve Banks 
for raising rates. Instead of giving 
thanks because these restraining in- 
fluences had their part in saving us from 
excesses and consequent reverses, these 
critics point to the year’s record as 
evidence that such caution was unnec- 
essary. What a pity, they say, that the 
alarmists set up the bogey of inflation; 
for there was no inflation! They could 
as reasonably condemn the flood pre- 
vention measures taken by the people 
of Dayton on the ground that there has 
since been no flood at Dayton. 

Many men are now hoping that our 
vast gold reserves will be used to ex- 
pand the volume of money, reduce 
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aterest rates, and lift prices. In one 
fnancial weekly, we read: 


Will an enormous hoard of gold lie idle in 
vaults without fulfilling its usual economic 
function as a basis for credit ? The best opin- 
‘on se that it will not. If all the gold which 
has accumulated in this country plays its as- 
<joned role it will cheaper the cost of bor- 
rowed money, accelerate the granting of credit, 
promote borrowing and stimulate buying both 
of commodities and securities, to a degree 
which, in the case of securities, may carry 
prices to a point that will make the present 
level seem ridiculously low. 


The farther we get from 1920, the 
more difficult it will be to keep business 
from plunging into the vicious spiral 
of inflation. 

Under present conditions, our vast 
gold reserves are, indeed, a menace— 
a growing menace. There is one way, 
however, in which they can be made to 
serve the interests, not only of the 
United States, but of the world; for 
they are large enough to make a policy 
of curbing fluctuations immediately prac- 
ticable, without endangering the gold 
standard or changing the weight of gold 
behind the dollar. And that is a fourth 
reason for acting now. The opportu- 
nity is unprecedented. It seems probable 
that the present reserves would be suf- 
ficient to maintain approximately the 
present purchasing power of the dollar 
for at least a generation to come. Per- 
haps by that time the whole country 
would be convinced that a stable money 
is a sound money. The country would 
then be less dependent on gold reserves 
as safeguards against inflation, and in a 
better position to adopt additional meth- 
ods, if necessary—perhaps new legal 
reserve ratios—for controlling long- 
time price movements and exchange 
rates. 

Meantime, the world would have at 
least one dependable unit to tie to. 
Consequently, any country that was pre- 
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pared to take the necessary measures 
could attain the approximate stability of 
its own currency, by means of a gold ex- 
change standard, without maintaining 
huge gold reserves at home. Various 
writers—J. M. Keynes, for example, in 
his latest book—have ridiculed the 
United States for impounding this mass 
of “useless” gold at an expense of more 
than one hundred million pounds a year. 
As a matter of fact, this gold could do 
nothing so useful to the world as to 
play its part in protecting the purchas- 
ing power of the dollar from avoidable 
fluctuations. 

The primary monetary need, then, is 
a stable unit of value; and this does 
not come by chance. Even if we had 
no other evidence, the records of the 
past five years in the United States 
should convince us that the country is 
not safeguarded against inflation by re- 
serve ratios, or merely because bank 
credit is expanded “in response to the 
legitimate demands of business,” or “‘in 
the ordinary course of financing pro- 
duction.”” We have spoken of the rela- 
tive stability of the price level during 
the past three years, the uncertainty con- 
cerning the future personnel of the 
Federal Reserve Board, the nearness 
to the collapse of 1920 and the present 
large stock of monetary gold. There 
are at least these four compelling rea- 
sons for taking measures now to make 
a dependable dollar the deliberate aim 
of conscious policy. Returning finally 
to the question with which we started, 
we may say with assurance that such 
measures will do much toward prevent- 
ing the next upward swing of prices 
from developing into a major move- 
ment and a resultant depression. 

Still, it must, of course, always be 
borne in mind that the utmost the Fed- 
eral Reserve Board could do might be 
of little effect unless important influ- 
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ences beyond their control worked 
toward the same end. There are occa- 
sions when nothing the Board could do 
would have far-reaching effect. On the 
other hand, there are times, such as the 
spring of 1923, when their action might 
afford the needed leadership or, in view 
of the attendant circumstances, might 
be a sufficient contributing cause to ac- 
complish the purpose. 


VIII 


Is a stable medium of exchange, then, 
our only monetary need? It would 
seem so from various current discussions 
of the subject. So calamitous have 
been the depreciating currencies in Cen- 
tral Europe that it seems to many people 
as though the monetary needs of the 
world could be summed up in the word 
“stability.” That, indeed, is the first 
necessity; but that is not all. It is pos- 
sible to have a stable price level and a 
declining standard of living; a stable 
price level and an inequitable distribu- 
tion of the products of industry; a stable 
price level and meager incentives to in- 
dustrial efficiency; a stable price level 
and stocks of goods that cannot be sold. 
It is just as possible to have a stable 
price level in China as in the United 
States. The price level can be main- 
tained, as we have seen, with the volume 
of money and production and the stand- 
ard of living of the year 1922. It can 
be maintained just as well with a larger 
volume of money, a larger volume of 
production, and a higher standard of 
living. In short, we must seek some- 
thing more than stability in the general 
price level if we are to discover all the 
monetary means of promoting welfare. 
But the discussion of these means is 
beyond the scope of this paper. 

A policy which takes account only of 
the gross volume of money in circula- 
tion and the general price level is crude. 
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That is one reason why the “quantity 
theory of money,” as usually stated 
does not seem very useful to busines; 
men. If we are to understand the mon. 
etary means of lifting business activity 
to higher levels and keeping it there, we 
must consider where money enters the 
circuit flow, whether it is first used to 
produce goods or to buy finished goods, 
and how the various price levels, of 
which any general price level must be 2 
composite, are affected. In considering 
crop prospects, we take into account not 
merely total rainfall but also its inten. 
sity, its time relation to crop maturities, 
and how much is used at once in plant 
growth. Similarly, in considering busi- 
ness prospects, we must take into ac. 
count, not only increases in the total 
volume of money, but also its velocity, 
its time relation to production matu- 
rities, and how much is used at once in 
producing goods. 

To raise the general standard of liv- 
ing substantially requires, among other 
things, increased per capita production; 
but it requires also a flow of money to 
consumers sufficient to enable them to 
buy this increased output at current 
prices. As soon as there is much doubt 
of their ability to do so, production is 
curtailed. They can do so only if the 
volume of money in circulation is in- 
creased; but it is not enough that the 
total volume be increased. The new 
money must go into circulation in such 
a way that the flow into consumers’ 
hands is equal in value, at current 
prices, to the flow of new goods into 
consumers’ markets. Only in that way 
can the new money maintain the annual 
production-consumption equation.’ If, 





® Space forbids an adequate exposition of the 
concept of the circuit flow of money in relation to 
the annual production-consumption equation. The 
authors have dealt with this subject at length 1" 
Money, publication number two of the Pollak Foun- 
dation, Newton 58, Massachusetts. 
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for example, money flows into circula- 
son and through the channels of com- 
merce in such a way that it is used to 
produce goods twice before it is used 
hy consumers, it is not serving to main- 
tain the equation. That is to say, it is 
not enabling those who want to wear 
new shoes, and drive new cars, and live 
in new houses to buy them as fast as 
they can be made. In other words, 
it is tending towards the only kind of 
general ‘‘overproduction” that is of any 
practical concern to mankind, namely, 
the piling up of stocks beyond the buy- 
ing capacity, at current prices, of those 
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who would like to buy them. In short, 
the financial requirements of prosperity 
cannot be wholly satisfied by automatic 
regulation of the general price level 
through changes in the total volume of 
the circulating medium. However de- 
sirable it may be to prevent marked 
movements of the general price level 
upward or downward, and to use na- 
tional financial policies as one means 
toward that end, there are other funda- 
mental monetary aspects of the prob- 
lem of promoting and sustaining eco- 
nomic welfare. But these aspects we 
must reserve for discussion elsewhere. 
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SCRUTINY of consumers’ de- 
A mands for foodstuffs, definition 

and clarification of the differ- 
ences between the demands for food- 
stuffs and other consumers’ goods will 
in all probability indicate that modifica- 
tions in the practices of manufacturers, 
purveyors, and advertisers of foods are 
necessary in order to conform to these 
distinctions, 

The elasticity in demand for food 
rests upon a thermodynamic basis. The 
food need is a composite of several fac- 
tors: growth requirements, upkeep of 
tissues, heat maintenance, and support 
of work. Below the daily intake of 
2,000 calories (for the sedentary adult) 
the demand for food is inelastic. Above 
2,400 we have the area where demand 
is elastic, and taste or exigency finds 
comparatively free scope in substitution 
or retrenchment. 

In every population are obese indi- 
viduals whose food ingestion is in ex- 
cess of requirements. Possibly 10% of 
the population consume over 4,000 cal- 
ories a day, without work require- 
ments justifying this intake. In the 
same population are emaciated individ- 
uals whose food consumption is below 
the level of requirements. The mem- 
bers of the industrially ‘submerged 
tenth”’ of the population, possibly 5% 
or 10%, consume less than 2,000 cal- 
ories a day and are feeble workers, the 
result of fuel restriction. In the popu- 


lation ingesting an excess of calories, 
demand will be entirely elastic; in the 
“submerged tenth,” demand will be 
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practically inelastic. In the mass of 
population, demand will be somewhat 
elastic. 

When one contrasts the food require. 
ments of different countries, one is im. 
pressed with the fact that the per cap. 
ita consumption varies rather widely. 
For example, the pre-war per capita 
consumption in Italy was 2,560 calories, 
in the United Kingdom 2,860, in Ger. 
many and the United States 3,650 cal- 
ories. When, however, one scrutinizes 
the population and analyzes the condi- 
tions of living, the reasons for the varia- 
tions are revealed. The variations are 
probably entirely accounted for in the 
following factors: 


1. TEMPERATURE ENVIRONMENT. 
With falling external temperature, in- 
creasing heat production is required. 
The effect of cold on food consumption 
depends on how much of the surface 
of the body is exposed to low tempera- 
tures, and how long. It depends further 
on whether those exposed to the cold 
are engaged in physical work. 


2. Hasirs or CLOTHING AND 
HEATING oF Houses. With different 
peoples, different fractions of the sur- 
face of the body are exposed for radia- 
tion; and for the covered portions of 
the body, different degrees of insulation 
by clothing are employed. Italian cloth- 
ing at a temperature of 60 degrees 
Fahrenheit will permit greater radiation 
of body heat than Eskimo clothing at 
a temperature of zero. Customs of 
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heating houses vary widely. Houses in 
the United States are heated more than 


in European countries. 


;. THE PROPORTION OF THE Pop- 
ULATION ENGAGED IN GAINFUL Occvu- 
paTION INVOLVING PuysicAL Lagor. 
York influences food requirement di- 
rectly. Since the mechanical efficiency 
of physical work is approximately the 
same in all individuals, the fuel need of 
work is relatively easily computed. 


4. THe DIsTRIBUTION OF THE Pop- 
ULATION AMONG DIFFERENT AGES. 
The higher the birth-rate (death-rate 
considered constant) and the larger the 
percentage of growing children, the 
lower will be the coefficient of unit 
adults per population. The effect on 
food consumption will not be marked, 
since boys and girls over 12 years of 
age (many over 10 years of age) re- 
quire the same amount of food as 
adults. Indeed a considerable percent- 
age of active children between the ages 
of 12 and 18 require more food than 
adults. In this country, 100 census in- 
dividuals may be taken as equal to 85 
unit adults. 


5. CHARACTER OF OCCUPATION. 
Certain occupations are particularly 
laborious, or attended with heavy loss 
of heat. Lumbering, sea fishing, coal 
mining, draying, and working in rolling 
mills are illustrations of occupations at- 
tended with pronounced heat dissipa- 
tion. 


6. Size or Bopy. The food re- 
quirements of a body bear a relation to 
the weight and surface of the body. 
When an individual increases in body 
weight, there is an increase in the heat 
production of the resting body. When 
an individual emaciates, the heat pro- 
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duction of the resting body declines. A 
man of normal weight of 170 pounds 
may show in a calorimeter at physical 
rest the production of 1,700 calories 
a day. If this same individual be re- 
duced to 140 pounds, the heat produc- 
tion in the resting state may fall to, say, 
1,400 calories. The variations that 
hold between different weights in the 
same individual hold in a general way 
between individuals of different weights. 
A million large individuals will there- 
fore have materially higher mainte- 
nance food requirements than a million 
small individuals. 


7. Waste. The habits of waste 
vary widely in different countries and 


the result appears as consumption. The 


waste of food is large in the United 
States, small in France. War-time ex- 
perience in the United Kingdom and 
Germany would seem to indicate that 
the controllable waste in the use of food 
is 10% of the total. The field of com- 
pensatory substitutions represents prob- 
ably another 10 per cent. 

In order to contrast the food require- 
ments, in terms of heat units, of bodies 
of different sizes or in an individual at 
different weights, it is necessary to segre- 
gate the different fractions of heat pro- 
duction: 


(a) The basal heat production of 
the body at rest and fasting. It varies 
in different individuals from 1,600 to 
1,800 calories per 24 hours for a 170- 
pound man. 

(b) Heat production of uncontrol- 
lable muscular action. The heat output 
during sleep is lower than in the quiet 
body awake. Muscular tonus, slight 
and invisible muscular contractures, ac- 
count for this fraction. This may 
amount to several hundred calories a 
day. 
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(c) Heat production of indispensa- 
ble muscular functions. The move- 
ments of respiration, the beating of the 
heart, winking, involuntary swallowing, 
tone of walls of blood vessels and per- 
istalsis are the items in this group. The 
amount of heat involved is probably 
under 100 calories a day. 

(d) The heat production attending 
the muscular and chemical acts of diges- 
tion. This again is probably under 100 
calories a day. 

(e) The so-called “specific dynamic 
action of protein” by which we mean the 
heat production that attends the meta- 
bolism of protein. Depending on the 
diet, it may amount to several hundred 
calories a day. 

(f) Heat production for purpose of 
heating the resting body in cold environ- 
ment. 

(g) Heat production for the main- 
tenance of physical work. This varies 
in accordance with the work. The me- 
chanical efficiency of muscular work 
varies from 20% to 30%. Other things 
being equal, size of body makes little 
difference. Human beings of different 
body weights display about the same 
mechanical efficiency in the conversion 
of potential energy into work. There- 
fore, the relation between work and 
dissipation of heat in work is about the 
same in bodies of different sizes. 

Comparing now the heat require- 
ments of adult bodies of different sizes, 
the heat lost in groups (b), (c), and 
(d) will be approximately the same for 
bodies of different sizes living under 
comparable conditions. The basal heat 
production under (a) will be smaller 
with individuals of lower body weight 
and larger with those of heavier body 
weight. Heat production under (e) 
will vary with the diet but not with body 
weight. The food demand correspond- 
ing to heat production under (a), (b), 
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(c), and (d) is inelastic. Elasticity lies 
in (e), (f), and (g). 

The relation between maintenance re. 
quirement and work requirement makes 
it clear that, other things being equal, 
the smaller body displays a larger co. 
eficient of work to maintenance thay 
does the larger body. By and large, 
the difference in the basal heat produc. 
tion will reappear in the figures for total 
intake of food. 

Are men with smaller bodies able to 
do the same work as men with larger 
bodies? For the most part, yes. There 
are a few occupations, i. ¢., lumbering 
for rales and laundering for females, 
where the large body with heavy weight 
is able to accomplish tasks that the 
small body with light weight is not able 
to do. For the most part, however, 
work that lies within the capacity of one 
is equally within the capacity of the 
other. This is well illustrated in ra- 
tions of different armies. The ration 
of the Japanese Army was notably less 
than that in the Russian Army. The 
work of the soldier, except possibly as 
beast of burden in dragging artillery, 
was accomplished as well by the smaller 
body of the Japanese as by the larger 
body of the Russian. 


Food Needs of a Population 


The food consumption of a people is 
the expression of the several factors 
that have been stated. Certainly this 
is true under conditions of prosperity, 
where the incomes of the working 
classes correspond to their ideas of the 
standard of living. If the food sup- 
plies and buying power were unlimited, 
would all people become obese? Cer- 
tainly not. The obese class might be 
augmented—how much is conjectural. 
The undernourished class would regain 
normal weight. The average weight 
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lies would increase somewhat. But, for the 
most part, satiation, common sense, and 
€ re. work would prevent obesity. Only a 
akes small proportion of individuals who live 
ual, under no financial limitation of the diet 
C0. are obese. For the majority, adult body 
than weights remain quite constant (except 
Tge, for the tendency to get stouter in mid- 
duc. dle life), with slight seasonal fluctua- 
Ota] tions. Under conditions of normal eco- 
nomic life, national consumption of 
> to food, estimated in calories, will not be 
ger notably expanded, even though national 
ere income be greatly enlarged. Only when 
ing a people works more will a people eat 
les, more. When national income is con- 
ght tracted, the consumption in calories will 
the not be notably reduced, unless unem- 
ble ployment is widespread. The work of 
er, prosperity increases food consumption, 
ne the idleness of hard times reduces it. 
he If the national food supply be not- 
ra ably restricted in terms of calories, pro- 
on viding the restrictions are imposed upon 
SS all, the obese first show signs of reduc- 
he tion in body weight, then the general 
as mass of the population becomes thinner 
Y, and the fraction with subnormal weight 
‘rT is increased in numbers. If, however, 
‘r only certain foodstuffs were restricted, 
no such result need occur, because the 
population would make up for the re- 
strictions by additional consumption of 
other foods. Total reduction in cal- 
§ ories does not occur in a country that 
s raises many cereals, where transfer of 
; feed cereals to food cereals is possible. 





Even in historical famines, the total cal- 
ories available in the country have been 
rarely reduced. A famine in India or 
China usually means that the people in 
a class or an area lack buying power, 
not that the minimum foodstuffs are 
lacking in the country. 

The food need in calories is definite, 
but the foods are numerous and the field 
for choice wide. Within the mainte- 
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nance ration must be included the salts, 
balanced proteins and vitamines. These 
are included in the first 1,200 calories 
of the diet. The rest of the intake fol- 
lows taste and price largely. The main- 
tenance ration is higher priced than the 
work ration. The former is inelastic, 
the latter elastic. There is narrow 
choice in the foods that contain bal- 
anced protein and vitamines, wide 
choice in foods that serve merely as 
fuels. 

This brings us to the formulation of 
what may be regarded as general laws: 

1. Total consumption of foodstufts, 
in terms of calories, in a normally pros- 
perous nation is not expanded notably 
by increase in national income. ‘The 
intake of the undernourished may be 
brought up to normal. Consumption 
does not expand in the direction of 
greater intake in terms of calories, but 
shifts to foodstuffs regarded as more 
desirable. More meat and tidbits are 
ingested, less cereal and potato. 

2. Ina period of hard times, in a 
country with diversified agriculture, re- 
striction in income leads to a cheapen- 
ing of the diet by substitution of lower- 
priced calories for higher-priced cal- 
ories, rather than by reduction of the 
total or the average caloric intake. In 
the north the use of flour rises, that of 
meat declines. In the south the use of 
corn rises, that of wheat declines. Un- 
employment will be augmented and this 
finds expression in lowered per capita 
intake. The obese class might be re- 
duced, which would also find expression 
in lowered per capita intake. The final 
experience—for which we have a ther- 
modynamic basis—is that the total in- 
take of a people in calories tends to re- 
main about the same, adaptation being 
made for lowered or increased income 
(a) by control or disregard of waste 
and (b) by alterations in the direction 
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of making the diet cheaper or dearer 
for the unaltered caloric intake. 

3. We may finally formulate a 
trade law to the effect that introduction 
of a new foodstuff or improvement of 
an existing foodstuff, with the popula- 
tion in a normal condition of prosperity, 
will not represent a caloric addendum 
to the diet but will be a substitute. 
Whenever a new article of diet is in- 
troduced or an existing article, previ- 
ously scarce, is made freely available, 
this is not a caloric addendum. Cor- 
responding to the caloric content of the 
newcomer, some one or several other 
foodstuffs will decline to the extent of 
an approximately equal amount of cal- 
ories. Just as the family menu shifts 
from day to day, though the calories 
remain about the same, so the national 
diet may shift from year to year, with 
little change in energy value but with 
wide fluctuations and variations in food- 
stuffs. 

Translated into economic terms, this 
means that demand for individual food- 
stuffs is elastic under usual and normal 
circumstances. Demand for calories is 
relatively inelastic, demand for articles 
of food quite elastic. If a particular 
foodstuff is limited in amount or the 
price rises, it will be replaced by other 
comparable foodstuffs. One must there- 
fore not apply the theory of marginal 
utility rigidly to a particular foodstuff. 
Whatever the psychological valuation 
of a particular article of food, food- 
stuffs are becoming interchangeable to 
an ever-increasing extent. Different 
foodstuffs have different ratings. For 
a certain minimum of bread, a high 
price will be paid. A slight scarcity in 


certain foods results in disproportionate 
increase in price, a slight excess results 
in disproportionate decline in price. 
But, by and large, this is becoming less 
so, for the public is being educated in 
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substitution. The present generation oj 
Germans prefers high-priced lard to 
low-priced vegetal oil, because it taste, 
of pork; the next generations of Ger. 
mans will not do so. 

The facts that total consumption, jn 
calories, does not rise beyond a certain 
level and that most foodstuffs are freely 
interchangeable over considerable pe- 
riods of time lead to a concept of satur. 
ation of demand that is not observed jp 
the same way with other commodities. 
One cannot wear shoes over 24 hours a 
day, but one can possess a large num. 
ber of pairs, change them several times 
a day and discard them after a few 
wearings. In clothing, housing, house 
furnishings, and the thousand and one 
accessories of modern existence, no such 
point of saturation exists as is to be ob. 
served with foodstuffs. One can make 
many uses of sheepskin and wool, but 
can ingest only a limited amount of mut- 
ton. One can listen to only so many 
records per hour on the phonograph; 
but one can have different ones for 
every hour. The stomach has firm 
walls; fashion and vanity have no walls. 
A woman reads advertisements of a 
new sport coat and of a new breakfast 
cereal. She asks herself: Can I afford 
to buy another coat? and shall I try the 
new cereal instead of the one I have 
been using? In the case of foodstuffs, 
the limit of demand is the point of 
physiological saturation. In the case of 
some goods and services, the limit of 
demand is the point of psychological 
saturation. With others, the limit of 
demand lies in the income. Certainly, 
psychological saturation is a very dif- 
ferent thing from physiological satura- 
tion. 

Certain qualifications must be made 
to this formulation. Instead of possess- 
ing a dozen suits of clothing, a man 
might possess a hundred and this would 
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constitute, in a sense, hoarding. Sim- 
‘Jarly, the man able to ingest only 3,600 


F calories a day might purchase huge 


stocks of food and hoard them. In 
each case they would be withdrawn 
from the market and their purchase 
would represent demand. But in fact 
this does not occur, because most food- 
stufls are perishable. There is, of 
course, a kind of perishability in other 
goods and services, like the perishabil- 
ity of style. The argument must not be 
applied too rigidly, the line of demarca- 
tion is not sharp. The majority of in- 
dividuals could add to their diet an 
apple or an orange a week, or a pound 
of raisins a year, without reducing any 
other item of consumption. The more 
a foodstuff consists of water and indi- 
gestible residue and the less calories it 
contains, the more leeway offered in 
consumption. On the other hand, there 
are external goods in which a satura- 
tion point exists as naturally as in the 
case of foodstuffs. Such are tobacco 
and cosmetics. Many people will cut 
down on food rather than on cosmetics. 
But this does not negate the general 
proposition that physiological wants are 
inelastic, psychological wants elastic. 
Despite qualifications, the fact remains 
that saturation with foodstuffs is easily 
and naturally attained, while saturation 
with general goods and services is, for 
the majority of human beings, seldom 
attained. 

Considered from the standpoint of 
income, demand for foodstuffs in terms 
of calories is circumscribed by physio- 
logical saturation. But with increasing 
income, the stated number of calories 
may be sought in rarer foodstuffs at in- 
creasing prices. If the only foodstuffs 
available were staples, we should all be 
in the position of the prospector who 
could celebrate a gold strike only by 
ordering a hundred dollars’ worth of 
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pork and beans. Only by passing from 
staples to luxuries is it possible to mag- 
nify the cost of food beyoad certain 
readily ascertained limits. ‘he larger 
the income, the smaller the percentage 
of the income devoted to foodstuffs, 
though the absolute amount will be in- 
creased as higher-priced delicacies re- 
place staples. The lower the income, 
the larger the percentage devoted to 
foodstuffs. In the case of other goods 
and services, the units of consumption 
are scarcely limited except by income. 
The proposition requires little argu- 
mentation. Purchase of foodstuffs is 
limited by physiological saturation, pur- 
chase of other goods and services is 
controlled by income or thrift. But ad- 
vertisers often talk about “‘buyers’ re- 
sistance’ to phonographs and breakfast 
foods as though they were the same. 

It follows further that whereas foods 
replace and exclude each other directly, 
other goods and services do not replace 
and exclude each other in the same way. 
Considerations of income aside, one 
must choose between this and that for 
dinner, it must be either this or that. 
But there is no such compulsory choice 
between wearing apparel, furnishings 
and automobiles; it may be this and 
that. The family first decides how 
much of the income shall be spent for 
consumers’ goods. Then, more or less 
consciously, the amount to be expended 
is divided between the groups—food, 
clothing, housing, and so forth. Then 
the sum to be devoted to foodstuffs is 
divided between the different articles, 
and this division is often surprisingly 
varied and elastic, though the intake re- 
mains quite constant in terms of calories. 


Trade in Foodstuffs 


These differences in the nature of de- 
mand, paradoxically enough, do not find 
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corresponding expression in the devel- 
opment of industries or in the practices 
of merchandising. Producers and pur- 
veyors of foodstuffs seem engaged in 
the development of their concerns pre- 
cisely as are producers and purveyors 
of other goods. 

The war brought with it an abnormal 
expansion of productive capacity. The 
plants of industries probably expanded 
as much in four years as they would 
normally have done in ten or more 
years. The demand for goods was in- 
sistent and plants expanded on the cost- 
plus basis. Our sugar refineries, pack- 
ing houses, flour mills, and canning 
factories were enlarged to meet the in- 
sistent war demands, irrespective of 
price, just like rolling mills, shipyards, 
and chemical plants. Since the abnormal 
consumption ceased with the close of 
war, the expanded production plants 
find themselves disproportionately en- 
larged with respect to the demands of 
consumers. The plants have run ahead 
of the population. To a large extent, 
war expansion was designed also for 
peace employment. This was the case 
throughout in the manufacture of food- 
stuffs, since they turned out no specific 
war food, but at most only slightly 
modified standard foods. There is no 
way of measuring this expansion, that 
extended from raw material to finished 
commodity. It may have been as much 
as 20% or 30%. This war expansion 
was superimposed on an already over- 
extended plant of production, since even 
before the war our technical develop- 
ment had run ahead of the market with 
many commodities, and in each line the 
less efficient plants were gradually clos- 
ing down. 

With the collapse of the abnormal 
demands of war and post-war boom, the 
American manufacturer of foodstuffs 
finds himself with plant larger than mar- 


HARVARD BUSINESS REVIEW 





ket. He must secure capacity operation 
in order to attain efficiency jn output 
with low costs, or he must Scrap a par 
of the plant and write it off the inves 
tory. In fact, both procedures are 
necessary with many manufacturer 
The period of depression following th. 
post-war boom led to considerahj. 
scrapping of plants. The plants anj 
equipments that remain represent the 
most efficient installations. Yet thes 
have still capacities in excess of the 
market. To make matters worse, the 
new railway rates have driven man. 
facturers to duplicate plants in order to 
save transportation charges. - In order 
profitably to operate, the manufacturers 
feel compelled to seek new markets 
abroad or enlarge the market at home. 
When, however, a manufacturer of 
foodstuffs attempts to enlarge his mar. 
ket at home, he encounters the law of 
physiological saturation with foodstuffs. 
Changes in the national diet are largely 
shiftings from one article to another, 
substitution of one food for another. 
When a manufacturer of one foodstuff 
aims to increase the use of that article, 
he undertakes, consciously or uncon. 
sciously, to decrease the consumption of 
some other foodstuff. The output of 
one factory of one concern may operate 
against the output of another factory 
of the same concern. The use of 
Armour oats may check the use of Ar- 
mour beef. Whether these operations 
occur through premeditation on the 
part of manufacturers or through choice 
of consumers, the outcome is the same. 
According to the Bureau of Animal In- 
dustry of the Department of Agricu- 
ture, the per capita consumption of 
beef, pork, and mutton declined some 
24 pounds per annum during the last 
15 years. Other articles of diet took 
the place of this meat. If one will con- 
trast the present conventional breakfast, 
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which is almost a meatless breakfast, 
with the breakfast of two decades ago, 
one will realize that meat has been re- 
placed by cereals, sugar, milk, and fruit. 
In 1922, the per capita consumption of 
sugar rose nearly 20%, to 102 pounds. 
We do not yet know what food declined 
‘n corresponding caloric amount (in 
part it was alcohol) but somewhere the 
corresponding decline surely occurred. 


Drives for Increased Food Con- 
sumption 


The methods of enlarging the home 
market are several. The article may 
be improved in quality and made uni- 
form in grade. The foodstuff may be 
assembled, packed, and sold with a min- 
imum of waste and to meet the greater 
convenience of the housewife. The 
price may be lowered. To the factors 
of merchandising may be added the arts 
of the advertiser. Advertisements do 
not deal merely with price, quality, at- 
tractiveness, uniformity, and _ conve- 
nience, portrayed with innumerable vari- 
ations; they undertake also to deal with 
considerations of health. Incidentally 
remarked, the health advertising of 
foods is being overdone and misdi- 
rected. Appeals are made also to class 
interests, to pride of region, to the in- 
stinct of solidarity. The influence of 
advertising is large. One has only to 
go over a list of the special breakfast 
foods of the last 30 years to be con- 
vinced of this. For practical purposes, 
all cereal breakfast foods are of com- 
parable value from the standpoint of 
nutrient qualities. They appeal through 
special external characteristics, reen- 
forced by slogans and the arts of ad- 
vertisement. A few of the special 
breakfast foods have become staples. 
In the majority of cases they attain sud- 
den prominence, largely through adver- 
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tising; and when the novelty has worn 
off, they are replaced by other cereals 
with somewhat different external char- 
acteristics, propelled into public favor 
largely by advertising. The sum total 
of the entire movement has been to in- 
crease somewhat the use of grain deriv- 
atives at the expense of flour and meat. 
Each manufacturing plant attempts 
first to expand its own sales, by popu- 
larizing a brand. Sooner or later, how- 
ever, it is found necessary for all the 
manufacturers in a given line to com- 
bine efforts, to increase the consumption 
of all brands, trade-marks and grades 
of the particular foodstuff. <The com- 
peting millers get together to increase 
the consumption of flour. The com- 
peting packers cooperate to increase the 
use of meat. Competing canners of 
fruits and vegetables act through a na- 
tional association to increase the con- 
sumption of canned foods. Sugar re- 
fineries, no matter how bitter their trade 
rivalries, agree to enlarge the sales of 
sugar. One of the purposes of trade 
associations is to support the claims and 
advance the use of the commodity that 
the competing members produce. 
Consider the outcome. Each of these 
groups knows that price plays a large 
role in the volume of consumption. 
Food manufacturers follow the doctrine 
of marginal vendibility. With each 
commodity’ the attempt is made to se- 
cure such ample supply as will enable 
capacity operation to hold the cost 
down. Advertising is then directed to 
the enlargement of consumption, for 
some foods irrespective of price, for 
others on the basis of price. One flour 
miller advertises the highest-priced 


flour, another the cheapest flour, an- 
other the easiest flour to work with. 
The sugar refiners of the United States 
intend, if possible, to refine and sell at 
home five million tons of sugar again 
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this year; they will search the world for 
the necessary raw sugar, if it can be 
obtained at a price that the American 
public will pay to secure that amount. 
There has been a great deal of bitter- 
ness between farmers and meat pack- 
ers; but they are united in the project 
of restoring the per capita annual meat 
consumption of the country from 155 
to 179 pounds. The flour millers have 
found business dull; they aim to raise 
the consumption of flour from 200 to 
220 pounds per person per year. The 
bakers are conducting a campaign for 
the eating of more bread. The milk 
producers of the country, on good physi- 
ological grounds, are endeavoring to 
increase the milk consumption to a 
quart per person per day, a heavy in- 
crease over the present intake. The 
creameries complain that our per capita 
annual intake of butter is 10 pounds less 
than in Australia. The cheeseries point 
out that our per capita annual intake of 
cheese is 22 pounds less than in Switzer- 
land. It was not long ago that fruits 
and vegetables were largely seasonal 
articles of food, apart from the prod- 
ucts of home canning. Now the Can- 
ners’ Association aims to make fruits 
and vegetables (independent of the 
fresh supply through extended seasons) 
a daily and staple article of diet. The 
acreage being planted to nuts, citrous 
fruits, apples, raisins, and prunes will 
provide double the present supply with- 
in a few years. 

The drive for increased consumption 
of foodstuffs is not merely the accumu- 
lation of the campaigns of the several 
manufacturers of foodstuffs. It has 
also become the slogan for certain or- 
ganizations that purport to represent 
the American farmer. A press release 
of the Farmers’ National Council en- 
titled ‘Domestic Consumption of Farm 
Products Should Be Increased One- 


market for manufactured foodstuffs ? 





half,” contains among other things the 
following remarkable statement: “The 
American people can increase the Con- 
sumption of most farm products at least 
50%, and double their consumption of 
some of them, provided the purchasing 
power of the people is restored, we have 
a fair distribution of the national jp. 
come, and establish a sane and efficien; 
market system.” This means that given 
an adequate income, the per capita jn. 
take of food could be advanced to 5,000 
calories per day. Does the author of 
this proposition intend to convert the 
American home into a goose pen, our 
livers into foie gras? 

Each of these sales propositions may 
be in itself sound. By and large, the 
quantities that are aimed at lie within 
the established limits of normal varia. 
tion. The supporters of each foodstuf 
can point to illustrations of such con- 
sumption in some parts of the world. 
But the fact remains that they cannot 
all succeed. If the ambitions of the 
producers and vendors of the several 
foodstuffs were all to be realized in 
practice, the per capita caloric intake 
in the United States would rise 500 or 
more calories per day. This is impos- 
sible. We had before the war the larg- 
est consumption (and waste!) of food- 
stuffs in the world. The per capita 
consumption cannot be materially in- 
creased. Waste in foodstuffs declines 
in a period of rising prices and increases 
with falling prices. In a general way, 
waste is related to the production curve 
in the business cycle. During the war 
the American public received a much 
needed lesson in the unsocial crime of 
waste; a lesson which should be empha- 
sized repeatedly in the interest of public 
welfare. Surely we cannot contemplate 
the restoration, or enlargement, of pre- 
war waste in order to provide a larger 
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Advertising Foodstuffs 


Effective advertising depends upon 
consumers’ habits. But carefully an- 
alyzed studies of habits of consump- 
tion, consumers’ behavior, scarcely ex- 
ist. Adopting the classification of 
Copeland, most foods would be classi- 
fied as convenience goods; particular 
foods would be classed under shopping 
goods or specialty goods. In a broad 
way, convenience goods in foodstuffs 
represent the fraction of ingestion cov- 
ered by hunger, shopping goods the 
fraction covered by appetite, and spe- 
cialty goods the fraction covered by 
service. I do not wish to push the com- 
parison too far, but merely to indicate 
the broad lines of similarity. The act 
of eating includes satiation of hunger, 
which is one thing; satisfaction of appe- 
tite, quite a different thing; and grati- 
fication of taste in service, still 
different thing. Hunger is most prom- 
inent with classes engaged in physical 
work. The developments of society 
have evolved specializations in living to 
such an extent that appetite and taste 
in service often seem to obscure the 
factor of hunger. But, broadly con- 
sidered, all are concerned to some ex- 
tent in all classes, although the three 
fractions overlap. The influence of ad- 
vertising on public demand for a food- 
stuff is least with the foods that satisfy 
hunger. Advertisements arouse appe- 
tite and most of all develop taste in 
service. Thus, advertising of raw 
meats, fruits, and vegetables is more 
dificult than advertising of prepared 
meats, fruits, and vegetables. When- 
ever a finished article of food is offered 
for sale, it contains elements that ap- 
peal to appetite and taste in service, 
which is not the case with the raw food. 
These considerations confirm the view 
that advertising of brands is more 
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effective than advertising of materials. 

There is a native streak of experi- 
mentalism in human beings and this 
holds for the diet. Standardization of 
a food is apt to lead to a palling of the 
taste. Most people will try a new food 
once, many like to cultivate new tastes 
in foods. This is often the entering 
wedge of the advertisement. This goes 
easily in a time of prosperity. A boom 
in industry means diversity on the din- 
ing table. 

It is because of the fact that most 
changes in diets are substitutions that 
the distinction between trade resistance 
and consumer resistance is so important 
to the sales department of a food fac- 
tory. The retail trade knows how dif- 
ficult it is to enlarge sales that depend 
on either — or —. Despite the fun- 
damental indispensability of foodstuffs, 
buyers’ strikes against foods are easily 
provoked. When the price of gingham 
is high, the woman making the purchase 
consoles herself with the reflection that 
she will use it a long time. When a 
certain food is dear, the decision to buy 
or not must be made anew every day, 
since the use is ephemeral. This daily 
repercussion on the part of the con- 
sumer makes very difficult the merchan- 
dising of a food the price of which is 
upward out of line. 

A campaign to increase the consump- 
tion of a particular foodstuff may have 
the same result as a campaign to in- 
crease the sale of particular trade 
brands. When the public is urged to 
“eat more wheat,” ‘eat more meat,” 
or “eat more fruit,’’ the result will not 
be that each family following the in- 
junction will eat more of wheat in all 
forms, more of all kinds of meat, more 
of all kinds of fruit. Increase of con- 
sumption will follow taste, trade pref- 
erences, and price considerations. The 
outcome may be increased total con- 
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sumption of the article; but it may be 
merely increased consumption of certain 
subdivisions. The appeal to “eat more 
wheat” may result merely in increased 
consumption of bread and not of all 
wheaten products. The appeal to con- 
sume more meat may merely result in 
increased consumption of certain cuts of 
pork and beef and not of total car- 
casses. If the result of a campaign is 
really to increase the total consumption 
of the commodity, this will result in a 
reduction of consumption of some other 
commodity. If, however, the result is 
merely to increase the consumption of 
a particular subdivision or a _ trade 
brand, this need not lead to increase in 
total consumption and need impinge 
upon no other foodstuff. There is no 
way of judging in advance the outcomes 
of such campaigns. But the writer has 
the feeling that as a rule a drive will 
result in increased use of trade brands 
rather than of the total commodity. 
Consider particularly the subject of 
meat. We are urged to “eat more 
pork.”” Now there is good demand for 
fresh loins, bacon, and ham. The lack 
of demand is for lard, sides, backs, 
shoulders, and sausage. A symmetrical 
demand for all parts of the carcass 
would have a better effect than in- 
creased demand for the popular cuts, 
resulting in increased slaughterings with 
the intensified problem of the disposi- 
tion of the unpopular cuts. The same 
holds true of beef. If the injunction 
to “‘eat more beef” leads merely to in- 
creased demand for rib and loin cuts, 
the meat producer may be in no wise 
benefited because the problem of dispo- 
sition of the remainder of the carcass 
is intensified. One of the chief prob- 
lems of the meat packer lies in lack of 
a symmetric demand for all parts of the 
carcass as joint products. The position 
of the consumer is illogical and incon- 
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sistent. The choice cuts are in exces. 
sive demand, the cheaper cuts are te. 
jected and clamor raised against high 
prices of choice cuts. This is not an 
American situation solely. Weddel jn 
his last Review of the Frozen Mea 
Trade speaks of the British whose “Der. 
sistent demand for choice cuts and small 
joints of the best quality meat, and their 
utter neglect of the cheaper parts of 
the carcass, prevented any further low. 
ering of prices.” This state of public 
demand means at once high prices to 
consumer and low prices to producer, 
If a balanced demand existed, the pres. 
ent out-turn of meat animals would be 
much more profitable to agriculture than 
it is. An increased demand for meat, 
if one-sided, may yield no advantage to 
the producer, even though an increased 
number of animals should be slaugh. 
tered. 

In view of the present “drives” to 
increase consumption of wheat and 
meat, comment on the respective pros- 
pects may not be out of place. The 
proposition that the national health de- 
mands the per capita consumption of 
over 150 pounds of meat per year 
(beef, veal, lamb, mutton, pork) can 
not be successfully sustained. An en- 
larged milk supply transcends in impor- 
tance an expanded or even the present 
meat supply. Because bread and meat 
are combined in a sandwich, it does not 
follow that in the broad sense the con- 
sumptions of wheat and meat are com- 
plementary. On the contrary, histor- 
ically they are competitive. For good 
agricultural reasons, most countries that 
have a high meat ration have a low 
bread ration and vice versa. Increased 
consumption of wheat and meat can not 
both succeed, except at the expense of 
dairy product, fruits, vegetables, and 
sugar, and we may be sure this will not 
occur. Specifically considered, what are 
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the means through which increased con- 
sumption of wheat and meat might be 
expected to take place? 

It does not seem probable that in- 
creased consumption of wheat in this 
country can be secured except in one or 
all of five ways. (a) The use of 
wheaten breakfast foods may replace 
other cereal breakfast foods. (b) 
Toast may replace other cereals on the 
breakfast table. (c) The restoration 
of free service of bread and butter in 
public eating places. (d) Improvement 
in quality and keeping of bread. (e) 
Lowering in price of bread. Judged by 
European precedents, increased use of 
wheat would be more at the expense of 
meat than of fruits and vegetables. To 
this must be added the influence of cur- 
rent emphasis on the importance of 
fruits and vegetables in the diet. 

Meats, outside of cuts like chops and 
steaks, require work and culinary skill 
in preparation. Packed cooked meats 
have not been as successful as packed 
cooked vegetables and fruits. The meat 
packer has as yet made no notable con- 
quest of the servantless kitchenette 
apartment. So far as the present pub- 
lic taste is concerned, increased use of 
meat means increased use of rib and 
loin cuts, not of total carcasses, not total 
per capita consumption. We are fond 
of lamb, but not of mutton. Fresh pork 
appeals to popular taste, but largely for 
lean cuts. If we did not have a large 
foreign market for lard and the fat 
parts of hogs, the pork packing busi- 
ness would be in a demoralized situa- 
tion. 

Wholesale meat prices are below the 
general level of prices and are not much 
above the pre-war plane. Retail prices 
tor choice cuts, however, are consider- 
ably above the pre-war level. From the 
caloric standpoint, meats have rarely 
been cheap. Meats are regarded as 
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too expensive, relatively, to have con- 
sumption notably expanded. The pack- 
ing houses are efficient; but the retailing 
of fresh meat is notoriously inefficient. 
The writer is convinced that the pack- 
ing houses could retail meats for an 
average of 5 cents a pound below the 
current figure with the present system 
of retailing. We come from meat-lov- 
ing forbears, and if meat were cheaper 
and efficiently retailed, the public might 
revert to a higher meat ration, at the 
expense of cereals and vegetables. But 
with maintenance of relative price 
levels, increased meat consumption, as 
result of a drive for the same, is not 
to be expected. Increased production 
of inspected meats does not in itself 
mean increased meat consumption, since 
the rural slaughterings are not reported 
or known. Increased inspected slaugh- 
terings may mean simply reduced rural 
slaughter, not increased meat consump- 
tion. 

In the final analysis, these marketing 
efforts may largely nullify each other. 
Success may attend a campaign for in- 
creased consumption of certain foods 
on physiological grounds. ‘Temporary 
success may crown advertisements urg- 
ing consumption of fad foods. New 
uses and methods of preparing and 
serving foodstuffs may be taught by ad- 
vertisement, and this may lead to in- 
creased consumption through increased 
satisfaction. Intrinsic qualities and 
merchandising properties can be given 
wider currency by advertising. The 
best article, with the best advertise- 
ments, merchandised in the most effi- 
cient manner will secure an enlarged 
market. But for the most part, the 
campaigns nullify each other. Adver- 
tising physical exercises might yield 
more results in increased food con- 
sumption than advertising foods. 

Advertisements educate (though they 
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sometimes mislead) the buying public. 
And of course the process of education 
is not completed in any year but is con- 
tinuous. Assuming that the advertise- 
ments of the different competing food- 
stuffs are equally well done and that 
the intrinsic qualities and merchandis- 
ing features are equally developed, 
changes in the consumption of the na- 
tion will express reaction to price rest- 
ing on consideration of family income. 
When this point is reached, advertise- 
ment tends to act negatively rather than 
positively, to hold a market rather than 
develop a new one. Out of the mass of 
advertisements of foodstuffs and the 
educational efforts of governments and 
schools, the housewife will draw infor- 
mation that will enable her to feed the 
family more efficiently—a better nutri- 
tion at lower cost. 

An aberrant trend in advertising has 
come into prominence, based not on 
consumers’ wants but on producers’ em- 
barrassments. The “Buy a bale of cot- 
ton’ movement was an early example 
in this country. Originating in the ex- 
igencies of war, such drives promise to 
reappear whenever an exigency arises in 
any market. The “gingham week” of 
1922 was the legitimate successor of 
the “Buy a bale of cotton’”’ of 1914. 
Whenever a group of producers find 
themselves with a glut of material, the 
appeal is made to consumers to increase 
consumption. It may be the physical 
pressure of the materials from which 
relief is sought. More commonly, how- 
ever, the reason is financial. In gen- 
eral, the argument is founded on the 
postulate that the normal functioning of 
society depends on orderly production, 
distribution and consumption of the 
various goods—that in the broad sense, 
gluts and unremunerative production of 
some goods are as bad for society as 
monopoly and exaction with other 
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goods. Consumers are therefore urged 
to greater efforts in order that malad. 
justments may be corrected. The illys. 
trations are multiplying. A year ago 
the packing houses and the live-stock 
growers combined in a campaign to 
stimulate the consumption of meat in 
order to aid animal husbandry. Millers 
and bakers are carrying on a campaign 
to “eat more wheat,” in order to extri- 
cate the wheat grower from the unre. 
munerative dilemma of being compelled 
to sell abroad a fraction of his crop in 
competition with low-cost producing 
countries. Similar appeals are being 
made on behalf of dairy products, 
fruits, and vegetables. Practically 
speaking, we are urged to eat more of 
every foodstuff. With variations, the 
campaign is everywhere identical. Con. 
sumers are urged to increase consump- 
tion not merely for the satisfaction of 
consumers’ wants but for the solution 
of producers’ dilemmas. 

How are such appeals received by 
consumers? Three trends are already 
apparent. 

(a) Some consumers, appreciating 
the basal importance of agriculture to 
the prosperity of the country, willingly 
cooperate, adapt and enlarge their pro- 
grams of consumption. This is espe- 
cially a zonal response. Urban work- 
ers in the cities of the middle west 
naturally appreciate the dilemma of the 
wheat grower and cattle raiser more 
than urban workers in the cities of the 
Atlantic seaboard. Labor organiza- 
tions, however, have not yet gone so 
far as to incorporate in their project for 
a “labor-farmer’’ political movement a 
recommendation for an increased con- 
sumption of farm products. 

(b) Some consumers react in an 
outspokenly negative manner, expres- 
sive of class conflict. Miners point out 
that in periods of unemployment for 
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their groups, no one carried on cam- 
paigns for the increased consumption of 
coal, copper, or other materials in order 
that their unemployment might be alle- 
viated. Farmers did not undertake to 
use more barbed wire, hardware, agri- 
cultural implements, or carpets when 
the workers in these industries were suf- 
fering from unemployment. Many city 
workers feel that they have to look out 
for themselves exclusively and that the 
farmer must do the same. Following 
overproduction of urban goods comes 
unemployment for urban workers. Fol- 
lowing overproduction of farm prod- 
ucts comes decline of prices of farm 
products. Each group has a natural 
burden. In the nature of things, de- 
cline of farm products is no severer bur- 
den for the farmer than unemployment 
for the urban worker. England is just 
now passing through a period of read- 
justment in which this class conflict be- 
tween the urban worker and the farmer 
has emerged as a prominent charac- 
teristic. 

(c) Some consumers, regarding the 
situation solely from the standpoint of 
the family budget and finding the prices 
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of retail goods high rather than low, 
argue that if consumers are urged to 
buy more in order that the selling 
dilemma of the farmer may be relieved, 
prices must fall if these consumers 
“stand pat” or indeed further restrict 
their purchases. If we have 100 mil- 
lion bushels of wheat and 5 million hogs 
that can not be sold abroad, then the 
price of bread and pork must fall at 
home. In this manner, the campaign 
for increased consumption for the sake 
of the producer runs the danger of hav- 
ing the opposite effect. It educates the 
consumer to the fact that a situation 
exists between supply and demand that 
he can employ to depress price. This 
may mean increasing buyers’ resistance. 

It is hard to believe that such trends 
in advertising are not abnormal. If the 
markets are in maladjustment, correc- 
tion can hardly lie in maladjustment of 
consumption. If a producer is overex- 
tended, it is difficult to believe that the 
remedy is to be found in overextension 
of the consumer. These drives are 


signs of the times rather than measures 
for correction of economic abnormali- 
ties. 








N the past five years many in- 
quiries have been made from the 
American side of the Atlantic 
about the organization and manage- 
ment of British investment trust com- 
panies. These corporations are known 
by the generic term “‘trust companies,” 
but their activities are widely different 
from those carried on by trust com- 
panies in America. The business of 
British trust companies consists in the 
judicious investment of their capital 
and, as a rule, they concentrate their 
attention upon this to the exclusion of 
everything else. In their search for 
good investments and higher-yielding 
securities these corporations have 
turned their attention to foreign coun- 
tries, and, in the years before the war, 
they were important agents in that an- 
nual investment of capital abroad, by 
which Great Britain financed her for- 
eign trade and built up her creditor 
position among the nations of the 
world. America was the favorite field 
for the investments of these companies 
at that time, but, now that the United 
States is no longer dependent upon for- 
eign capital for development and has 
indeed begun by the export of capital 
to take a hand in the development of 
other countries, her men of business 
are anxious to learn something of the 
methods employed by British invest- 
ment trust companies. 

The organization of some investment 
corporations in the United States, to 
operate on the same lines as British com- 
panies, would not only be a help to 
American foreign trade, but would also 





SOME MANAGEMENT PROBLEMS OF 
INVESTMENT TRUSTS 
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provide the small investor with an op- 
portunity, which he does not at present 
enjoy, of averaging his risk over a large 
number of investments. The small man, 
with his modest inheritance or perhaps 
his hard-won savings, or the widow, 
who must rely for support upon the in- 
come derived from limited funds, has a 
dificult choice to make as an investor, 
Either he must sacrifice all chance of 
seeing his capital fund increase greatly 
in value by restricting his investments to 
high-grade bonds, or he must stake his 
fortune upon the movements of some 
“stock,” the fluctuations of which are 
determined by factors altogether beyond 
the range of his knowledge. Thus he 
must seek what Bagehot called the 
“sweet simplicity of 3%” (now possibly 
5%) or enter the lists and win all, or 
lose all, in an unequal struggle with the 
speculators of the Stock Exchange. 
English and Scottish investment trust 
companies, however, have provided the 
small investor, through his stockhold- 
ing, with an admirable opportunity of 
spreading his risk over a large number 
of investments and at the same time 
of obtaining expert assistance in the 
choice of investments for his money. 
During the past 30 years the stock of 
most well-managed companies of this 
kind has more than doubled in value, 
and a perusal of the list of stockholders 
of one of these companies shows to 
what an extent the small man has found 
safety and profit in this form of invest- 
ment. In the following pages it is in- 
tended to discuss the organization of 
an investment trust company and indi- 
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cate some of the problems confronting 
its managers. 


I 


The articles incorporating an invest- 
ment trust company now usually confer 
wide powers upon the directors, en- 
abling them to take part in all forms 
of financial operations and to invest 
money in any part of the world, even 
though in practice they may intend to 
pursue an investment policy confined to 
a particular country. Articles of incor- 
poration containing restricted powers 
have been found to be very hampering 
in their effect, and all the older com- 
panies have found it necessary from 
time to time to widen their powers and 
their field of operations. The capital 
is usually divided into debenture, pref- 
erence, and ordinary stock, and the sat- 
isfactory arrangement of this capital is 
important for the success of the com- 
pany. The ordinary capital should form 
only a small proportion of the whole, 
for, if the debenture and preference 
capital can be issued at a low rate of 
interest, it will earn a profit for the 
ordinary stockholders. British invest- 
ment trust companies were for the most 
part organized in the days of “cheap 
money” which preceded the war, and 
most of them have their debenture 
stocks placed at 4% and some even at 
so low a rate as 34%. 

It should be noted that under British 
company laws the issue of perpetual de- 
benture stock, having no redeemable 
date, is allowable, and most trust com- 
panies have taken advantage of these 
facilities and are thus assured of this 
“cheap money” for all time. Many 
companies have also made use of termin- 
able debentures at a fixed rate of in- 
terest for a fixed term of years for 
borrowing purposes, and this is the form 
of bonded debt that would have to be 
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created by an American investment cor- 
poration. The preference stock comes 
next in priority, and, in view of the 
smaller margin of security behind it, a 
higher rate of’ interest is naturally re- 
quired, but only a few of the British com- 
panies ‘have had to pay more than 4%4 % 
for this portion of their capital. Once 
the position of an investment trust com- 
pany has been established, a common 
method of issuing the preference stock 
is by the allotment of shares to be sub- 
sequently split -into preference and ordi- 
nary stock, the popularity of the ordi- 
nary stock allowing the preference stock 
to be placed at a low rate of interest. 

The proportions of ordinary to pref- 
erence and debenture capital are often 
about one-third of each in the older 
companies, but there has been a ten- 
dency to increase the proportion of the 
fixed interest-bearing stocks and _ this 
has been profitable to the ordinary 
stockholder, although it increases his 
risk somewhat. To illustrate the effect 
of this arrangement of the capital, let 
us suppose that the different classes of 
capital are in equal amounts of 4% de- 
benture stock, 414% preference stock, 
and ordinary stock, and, further, that 
the management finds itself able to in- 
vest the total funds of the company 
at an average rate of 6%. It is clear 
then that a profit of 34%4%, in addi- 
tion to 6% on their own capital, will 
accrue to the ordinary stockholders. 
The earning power of the company is 
thus 914%, less administrative ex- 
penses, and, if the ratio of ordinary 
capital is diminished, its earning power 
will increase in inverse proportion. 
But, in order to provide stability of 
earning power for the ordinary capital 
and a good margin of security for the 
prior issues of capital, the proportion 
of ordinary capital should not be too 
small, and, in practice, one-sixth is 
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probably the lowest amount found ex- 
pedient. At first sight it might seem 
that the administrative expenses would 
prove a heavy item, but, when these 
are spread over a large fund of capital, 
they represent only a small fraction of 
the income. There are few necessary 
expenses beyond the maintenance of an 
office, a small clerical staff, and the re- 
muneration of directors and a secre- 
tary, and 14% on the invested capital 
should be ample to cover the cost of 
these services. Since the profits of the 
judicious management of investments 
are considerable, the skill acquired by 
such an organization in handling invest- 
ments and watching markets soon com- 
pensates for the cost of maintenance. 


I 


While the earning power of a well- 
organized investment trust company is 
large from the very start, it is only by 
conservative treatment of profits that 
increased earning capacity is assured in 
the future. In the early years of a com- 
pany a large proportion of income 
should be reserved, either in a “visible” 
reserve fund, or in an “invisible” con- 
tingent fund used to write down the cost 
of investments. These reserve funds 
automatically increase the total sums in- 
vested and the dividends received from 
additional investments serve to augment 
the income. If the investments have 
been well chosen, considerable appre- 
ciation in value should occur in some 
of them from time to time and, when 
a change of conditions makes it ad- 
visable to sell, a capital profit may be 
realized. No doubt, at the same time, 
other investments may have depre- 
ciated in value and it may be thought 
prudent to “cut losses” by selling them. 
These profits and losses on sales of 
securities make a set-off against one an- 
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other, and the foresight and Success of 
the directors in their investment policy 
can be measured by the balance of this 
account. To make profits on a change 
in the capital funds, however, js not 
the primary object of an investment 
trust. In one form of company, called 
more properly a finance company, profit 
derived from the sale of securities js 
included in the annual revenue account 
and divided accordingly amongst the 
stockholders, but this is an unstable 
source of revenue, depending very much 
upon stock-market conditions, and the 
better practice is to treat all such profits 
as capital accretions to be added to the 
“invisible” contingent fund. 

The use of this contingent fund to 


write down the cost of investments has 


been referred to previously, and it may 
be remarked that all well-managed jn. 
vestment trust companies make an an. 
nual valuation of their investments at 
the date of the balance sheet. Where 
a security is quoted on the stock ex. 
change, the middle price of the day is 
usually taken, while an estimate is made 
by the officials of the value of “un. 
quoted” securities. It would be dan- 
gerous to allow a large or even a con- 
siderable portion of the capital to be 
invested in “unquoted’’ securities, be- 
cause their value is never definitely as- 
certainable and is always subject to 
extreme variation. Such ‘“unquoted”’ 
securities are not easily realizable, and 
most companies avoid this class of in- 
vestment, except in special cases, as the 
investment of their funds in marketable 
securities has been found an excellent 
safeguard. The total market valuation 
of the investments will be compared 
with the book cost less the amount of 
the contingent fund. Where a de- 
ficiency appears, the auditors of the 
company in most cases point this out 
in their certificate, unless the report al- 
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ready refers to it, and where, on the 
other hand, a surplus exists, the direc- 
tors have usually little hesitation in 
informing the stockholders of the suc- 
cessful result of their management. 

While this annual valuation is impor- 
tant, as indicating the real value of the 
assets, it must be recognized that the 
total figure will vary enormously, ac- 
cording to the precise stock-exchange 
conditions at the time of the valuation. 
Since the figure changes from day to 
day, too much importance need not be 
attached to it; an investment trust com- 
pany is under no necessity of selling 
its securities during a time of stock- 
market depression. What matters most 
to the stockholders of an investment 
trust company is its earning capacity, 
and, unless a shrinkage in the valuation 
of the investments represents also a 
shrinkage in income, it may safely be 
neglected. Owing to the size of their 
contingent funds, however, the best- 
managed companies are usually able to 
report a surplus in the valuation of 
their investments, even in times of stock- 
exchange depression, while all well- 
established companies have built up out 
of income a reserve fund amounting 
approximately to the ordinary capital. 
With this reserve fund invested in the 
same class of securities as the original 
capital, the earning capacity of the 
company is greatly enhanced and the 
ordinary stockholders can receive hand- 
some dividends, although the directors 
may divide only two-thirds or three- 
quarters of the annual income, carrying 
the remainder either to reserve or sur- 
plus revenue account. When the pro- 
portion of revenue divided in dividend 
is much greater than this, the progress 
of the company towards a higher divi- 
dend basis is hindered and the annual 
distribution may have to become sta- 
tionary, whereas increased distributions 
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may be anticipated, if a large propor- 
tion of each year’s revenue is reserved. 

Another direction, in which conserva- 
tive treatment of revenue has been 
found prudent, is in regard to accrued 
income. From an accounting point of 
view, it is quite permissible to take 
credit in the balance sheet for interest 
and dividends accrued to date, though 
not yet paid, but this practice is apt 
to cause difficulties. When a security 
which has been paying interest suddenly 
defaults, the company not only has to 
forego the interest on the security for 
the year of default, but it has also to 
write off the interest, for which credit 
was taken in the accrued income ac- 
count at the end of the previous year, 
and thus a double burden is thrown 
upon the revenue account of one year. 
On the other hand, when a company is 
first started, the revenue can be treated 
purely on a cash basis and taken credit 
for only after it has actually been re- 
ceived. This plan avoids altogether the 
necessity for having an accrued income 
account on the assets side of the balance 
sheet, though it reduces the first year’s 
revenue receipts. If, however, a com- 
pany has once begun to take credit for 
accrued income, the account can be elim- 
inated only by appropriations from 
revenue. When this has been accom- 
plished by appropriations from revenue 
over a series of years, the company 
has then an additional reserve fund of 
considerable size. Thus, for example, 
if interest were payable half-yearly on 
all the investments and all the amounts 
falling due monthly were exactly equal, 
the accrued income at any one date 
would be a quarter of the full year’s 
revenue of the company. If no credit 
were taken for this in the balance 
sheet, it would be equivalent to an “‘in- 
visible” reserve fund, for on liquidating 
the company this amount of income 
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would fail to be received. British in- 
vestment trust companies have tried 
both methods of treating accrued in- 
come, and it is safe to say that the con- 
servative plan, of taking no credit for 
this item, is now recognized as the wiser 
course. 

Enough has been said to show that 
conservative treatment of both income 
and profits is the cornerstone of British 
investment trust company finance. By 
allowing a portion of each year’s income 
to accumulate at compound interest, the 
constant increase in the capital fund 
will permit a gradual growth in revenue, 
and increased dividends can be paid to 
the stockholders without an undue or 
speculative return from the investments. 
Thus, in some aspects, a properly man- 
aged investment company is almost a 
thrift society, for each year something 
is added to capital from revenue and 
a stockholder need feel less obligation 
to save a portion of his income, if his 
funds are invested in a company of 
this type. 

Ill 


In the modern world there is a very 
wide field for the selection of invest- 
ments, and all classes of securities are 
dealt in by investment trust companies. 
The law of average is a great safe- 
guard and a company should, therefore, 
have a large number of comparatively 
small investments. British investment 
trust companies have usually from three 
to four hundred investments on their 
books, ranging from government secur- 
ities to common stocks of industrial and 
commercial undertakings, and many 
companies make it a rule not to have 
more than a certain sum in any one in- 
vestment. It is hardly possible to lay 


down any general principle upon which 
the investments are chosen, and the only 
answer to such an inquiry is in the fam- 
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iliar words of a celebrated painter 
who, when asked by a student, with 
what he mixed his colors, replied 
“With brains, Sir!” Bonds and pref 
erence stocks of railroads and public 
utilities make favorite investments, and 
a large proportion of the funds is ysy. 
ally in fixed interest-bearing securities 
of this class, but a leavening of common 
stocks is very useful, for, at times of 
rising interest rates and prices, a fall 
in fixed interest-bearing securities may 
be offset by a rise in ordinary stocks, 

An investment trust company searches 
for intrinsic values, and picks up secur. 
ities which have fallen out of public 
favor, holding them until a return of 
popularity. A slump in any particular 
market provides opportunities of bar. 
gain purchases, to be turned over at a 
profit after a renewal of confidence. In 
the same way, during trade depression, 
industrial securities may be purchased 
at low prices and realized again dur- 
ing the returning boom. Generally 
speaking, an investment should be held, 
unless the yield at the market price is 
less than can be obtained elsewhere 
from a more attractive security, and as 
a rule it is better to retain investments 
which have ‘‘gone bad,” rather than to 
sacrifice them at a low figure, as a re- 
organization or a change of industrial 
conditions may bring them back to the 
dividend-paying list. 

It need hardly be said that the books 
of the company ought to be kept in such 
a way that the average cost of a par- 
ticular investment can be ascertained at 
any moment, as this figure, involving 
probably the result of several transac- 
tions in the same stock, is important in 
reviewing the position of an investment. 
If a portion of an investment is sold 
at a profit, the surplus should be used 
to write down the cost of the remain- 
der of the holding and not carried to 
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the profit on sales account. The annual 
report of each undertaking in which the 
company is interested should invariably 
be carefully analyzed by the manage- 
ment and put before the directors for 
consideration. British investment trusts, 
with their large liquid resources, have 
found underwriting of new issues of cap- 
ital a profitable activity. If an issue is 
success and fully subscribed by the 
public, the underwriting commission can 
be secured without putting up any capi- 
tal: whereas, if it is a complete or even 
a partial failure, this commission re- 
duces the cost of the investment. A 
company should only underwrite issues 
it is prepared to hold as investments, 
and underwriting conducted in this way 
is a means of obtaining new investments 
at a discount. Since investment trust 
companies can be depended upon to take 
up their allotments and “nurse” them for 
some time, instead of turning them out 
upon a weak market, they are popular 
underwriters with those responsible for 
new issues of capital. Thus a good class 
of underwriting can generally be ob- 
tained, and it may be added that the 
expert advisers of these companies know 
far more about the prospects of a new 
issue than the uninstructed public can 
learn from the prospectus. 


IV 


A number of British investment trust 
companies publish a list of their invest- 
ments with the annual report, and this 
makes interesting reading for the stock- 
holder, who can see exactly how the 
funds of the company are invested and 
can possibly pick up some useful hints 
tor himself. Though the practice may 
be a safeguard, it rather hampers the 
management by laying open to the pub- 
lic and to rivals the benefit of all its 
skill and experience. If the stockhold- 
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ers are satisfied with their directors, 
it is probably both unnecessary and un- 
wise to ask them to disclose their selec- 
tion of investments. The personnel of 
the management is a very important 
feature of an investment trust, and a 
prospective investor should scrutinize 
carefully the list of persons in control 
of a company and examine their record 
in connection with other companies. 
All directors should be men of business 
and conversant with affairs, but at the 
same time they should not be too 
closely identified with industry and com- 
merce, lest they may be tempted to in- 
volve the company in their own “ven- 
tures.” Disinterested management is 
essential and the directors ought to 
keep their fiduciary position foremost. 
In Scotland lawyers and accountants 
have proved conspicuously successful in 
the management of these companies, 
and the origin of the entire business 
may be traced to their experience in the 
administration of large trust estates. 
Probably the natural character of the 
“canny” Scot is well suited to conduct 
such companies and certainly Scottish 
investment trust companies can show a 
wonderful record. It has evidently 
proved no disadvantage to them to be 
removed by a day’s journey from Lon- 
don. The hurry and bustle of the 
world’s financial center is probably un- 
favorable to the quiet judgment and 
sense of proportion necessary for suc- 
cessful management, while economy of 
administration is more easily secured in 
the provinces. None the less, a num- 
ber of large and successful companies 
have their headquarters in London, 
but there is often a distinctively Scot- 
tish flavor about their management. 


V 


In the foregoing pages an attempt 
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has been made to explain the organ- 
ization and conduct of investment trust 
companies. The principle upon which 
they operate may be summed up as 
specialization in the art of investment, 
while their earning power is derived 
from the large amount of borrowed and 
preference capital obtained at lower 
rates of interest than the yield from 
their investments. Though it was im- 
possible to indicate any definite method 
of selecting investments, conservative 
treatment of both income and profits 
and the spreading of risk over a large 
number of different investments of all 
classes were found to be the secrets of 


successful management. With a yiey 
to explaining the methods of business 
followed by the officials of these com. 
panies, some problems of administra. 
tion have been discussed and the means 
by which these companies have achieved 
a recognized position in the British 
financial system have been outlined. |; 
remains only for American men of busi. 
ness to organize some corporations on 
similar lines and to administer them 
with the same degree of judgment and 
skill, in order to bring profit to them. 
selves and add prestige to the American 
name throughout the financial markets 
of the world. 
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BUYING MOTIVES FOR INDUSTRIAL GOODS 


By MELVIN T. COPELAND 


HE premise from which any 

I study of the principles of mer- 

chandising must start is that 
there are two parties to every sale, a 
buyer anda seller. In order to consum- 
mate a sale, each party must have a rea- 
son for participating in the transaction. 
In an ordinary business transaction the 
seller's motive is to obtain a profit, oc- 
casionally to minimize an_ inevitable 
loss. The buyer’s motives are more va- 
ried and oftentimes less impelling than 
the seller’s motives. Hence, under our 
competitive system of industry and 
trade, the initiative in sales transactions 
generally lies with the seller. The uni- 
versal practice of utilizing sales organi- 
zations of greater or less magnitude and 
the expenditures for advertising afford 
ample evidence of the efforts that are 
put forth by sellers to bring the merits 
of their products to the attention of po- 
tential buyers. 

The essence of salesmanship, in per- 
sonal salesmanship and also in adver- 
tising, is an understanding of the buy- 
ing motives of potential customers. A 
salesman, for example, in negotiating 
for a prospective order has a better 
chance for success when he can sense 
the particular motive or motives which 
will induce the placing of the order in 
his hands. One prospective customer is 
influenced by one motive, another pros- 
pective customer by another motive. 
Keenness in distinguishing between the 
motives of customers, therefore, leads 
to the selection and development of the 
sales arguments likely to be most effec- 
tive in consummating each transaction. 

The motives which a salesman or an 
advertisement can arouse are of two 


general sorts: (1) buying motives and 
(2) patronage motives. A buying mo- 
tive is a motive which induces a cus- 
tomer to buy a particular commodity or 
type of article. A patronage motive is 
a motive which induces a customer to 
trade with a particular firm. In the case 
of branded products which are highly 
specialized, buying motives and patron- 
age motives overlap. If the president 
of an electric power company, for in- 
stance, decides to buy a new mercury 
turbine, that decision carries with it at 
the present time the decision as to the 
manufacturer to patronize. In the case 
of standard raw materials, on the other 
hand, the decision as to the kind and 
type of material to buy does not involve 
a decision as to the seller to whom the 
buyer’s patronage is to be allotted. 
When a shirt and collar manufacturer, 
for example, decides to buy 10,000 
yards of grey cloth, that decision does 
not carry with it the determination of 
the specific mil! with which the order 
is to be placed. The second question is 
decided by patronage motives. 

In a preceding number of the Har- 
VARD BusINEss REVIEW ! the results of 
a study of consumers’ buying motives 
were presented. A similar study has 
since been made of the buying motives 
and patronage motives influencing the 
purchase of industrial goods. 

Industrial goods include machinery, 
equipment, supplies, and materials used 
in industrial production and other busi- 
ness activities. Such commodities as 
farm machinery and artisans’ tools are 





1M. T. Copeland, “Consumers’ Buying Motives,” 
Harvard Bustness Review, January, 1924, pages 
139-153. 
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not included in this category, but for 
practical merchandising reasons are 
classed with consumers’ goods for which 
similar methods of wholesale and retail 
distribution are utilized. Industrial 
goods are subdivided into five groups, 
according to the uses to which they are 
put: 

I. Installations: the major equipment 
of a plant, the selection of which is de- 
termined by the product to be turned 
out and by the scope of perations of 
the plant. 

Il. Accessory Equipment: auxiliary or 
supplementary equipment of a plant, 
which is utilized to facilitate the opera- 
tion of the major equipment, to aid in 
carrying on administrative and auxiliary 
services, and for the performance of 
miscellaneous tasks. 

III. Operating Supplies: materials 
used continuously in the operation of the 
plant but which are not incorporated 
into the product. 

IV. Fabricating Materials and Parts: 
manufactured products that are used for 
further manufacture by becoming parts 
of the final product. They include 
semi-manufactured materials, finished 
parts, finishing materials, and contain- 
ers. 

V. Primary Materials: crude, raw 
materials. 

The method of arriving at the clas- 
sification of buying motives and patron- 
age motives for industrial goods pre- 
sented below was to examine a substan- 
tial number of advertisements in cur- 
rent business publications. Represen- 
tative advertisements in such business 
journals as the Railway Age, Engineer- 
ing and Mining Journal, Iron Age, 
American Machinist, Northwestern Mil- 
ler, Textile World, System, and Factory 
were examined. For the combined study 
of buying motives and patronage mo- 
tives, the results of an examination of 


756 advertisements were recorded, 
During the course of this study severa| 
hundred other advertisements were ex. 
amined incidentally but were not te. 
corded because they were merely dupli. 
cates, so far as buying motives and pa- 
tronage motives were concerned, of 
points already recorded in numerous in. 
stances from the usage of other many. 
facturers. 

In making this study it was realized 
fully that there were real limitations on 
the results thus secured. it is possible 
that numerous buying motives which are 
in use did not appear in these advertise. 
ments. Personal sales relations are far 
more common between producers and 
buyers of industrial goods than in the 
sale of consumers’ goods, and personal 
salesmanship gives opportunities for 
arousing buying motives to which no 
appeal is made in printed advertise. 
ments. For industrial goods, conse. 
quently, the advertisements probably 
were not so fully representative of the 
sales arguments used by manufacturers 
as were the advertisements of con- 
sumers’ goods. Despite these limita- 
tions, however, an acquaintance with 
sales methods in such industries war- 
rants the conclusion that in the main the 
buying motives and patronage motives 
brought out by this study are fairly rep- 
resentative of the sales arguments be- 
ing used by producers of industrial 
goods. 


Buying Motives 


1. Economy in Use 


The desire to secure economy in pro- 
duction apparently is the buying motive 
to which appeal is made most widely 
at the present time. The tenor of this 
motive appears also in slightly modified 
form in several other motives which are 
classified on the following pages, such 
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as durability, dependability in quality, 
and enhancing productivity of plant. 

Economy in use is secured by such 
means as effecting savings in the time 
of executives or employees, permitting 
the plant to operate with fewer em- 
ployees, eliminating waste, reducing the 
quantity of material required to turn out 
the product, decreasing the quantity of 
supplies used, reducing operating ex- 
penses and maintenance costs, lessening 
breakage, reducing inventories, permit- 
ting economical use of floor space, re- 
ducing replacement costs, and saving 
power. 

This buying motive heavily predomi- 
nated in the advertisements of accessory 
equipment. It also was used frequently 
in the advertisements of installations 
and supplies. Examples of the specific 
forms in which sales arguments were 
presented to arouse the buying motive 
of economy in use are as follows: 

Pneumatic drill—“Assembly of crank 
parts outside of drill case.... 
saves time in assembling and assures the 
work being properly done.” 

Railway supplies — ‘Comparative 
records of tire and flange wear show 
differences of 64% in metal saved by 
the use of the device on groups of 
heavy locomotives in like service.” 

Locomotive feed water heater— 
“Over a billion B. T. U.’s saved per 
engine per month.” 

Varnish—‘“Regularly saving hun- 
dreds of dollars in replacement ex- 
pense.” 

Explosive—‘Cuts the cost of the 
mining.” 

Lathe—‘‘More power at the spindle 
for power consumed, less waste through 
inaccuracy.” 

Screws—‘‘Smaller number of screws 
used up... . lesser labor cost for 
drilling and chipping out broken screws 

fewer tie-ups of machinery.” 








2. Protection Against Loss 


The motive of securing protection 
against loss, in numerous instances, is 
a negative form of the motive of econ- 
omy in use. Occasionally, however, 
protection against loss has a somewhat 
different connotation. This happens 
where the loss against which protection 
is recommended would be irreparable. 
Protection against an irreparable loss 
not only results in economy but it also 
means the avoidance of worry and an- 
noyance, perhaps even the safeguard- 
ing of the entire business. When an 
appeal is made to economy in use, em- 
phasis is laid on the savings to be ef- 
fected; for protection against loss, stress 
is placed on the embarrassment that 
will be avoided. 

Examples of the use of the buying 
motive of protection against loss, which 
appeared only in advertisements of ac- 
cessory equipment, are as follows: 

Account books—“ Post Binders 
will protect your records under all sorts 
of handling.” 

Portable vault—‘‘Adequate fire and 
burglar protection at a cost that even 
the smallest business can afford.” 

Post fence—‘‘Safeguard your plant 
from ‘cold-night’ fires.” Keep the 
tramps ‘‘a safe distance away.” 

Steel storage cabinet—“Everything 
costs so like the dickens—tools, dies, 
jigs, patterns, parts, and so forth, not 
to mention factory forms, stationery and 
miscellaneous supplies. . . . How do 
you protect these materials from dust, 
dampness, fire, petty pilfering, and care- 
lessness ?”’ 








3. Enhancing Productivity of Plant 
This motive also is closely related to 
economy in use, for an increase in the 
productivity of the plant generally yields 
economies. The distinction between the 


' two buying motives is subtle, but it is 
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one of those points in salesmanship uti- 
lized to advantage by keen salesmen. 
Even though enhanced productivity of 
the plant does effect savings, in the ap- 
peal to this buying motive the emphasis 
is not on direct or specific reductions in 
cost but upon the implied gains that re- 
sult from reducing overhead expense or 
spreading it over an increased output. 
Enhanced productivity of the plant 
oftentimes means a better coordination 
of departments and an increase in earn- 
ings without localization of the savings 
at specific points on which one’s finger 
can be placed. 

Enhancing productivity of plant ap- 
peared as one of the chief selling points 
for installations, occasionally for acces- 
sory equipment, and rarely for supplies 
and fabricating materials. Examples of 
the use of this motive are as follows: 

Power reverse gear—‘‘No matter 
how carefully your new locomotives are 
designed and built—they will not haul 
their maximum tonnage nor operate at 
their highest efficiency unless equipped 
with a dependable power reverse gear.” 

Ventilating system — “Resulting in 
greater dyehouse production—through 
reduced spoilage—and attracting or 
holding better help.” 

Automatic box loom—“If you have 
(a) scarcity of weavers, (b) close com- 
petition, (c) limited housing capacity, 
let us talk over with you the advantages 
of the automatic loom.” 

Tinted mercerized single yarn—‘“In- 
creased production... . Facilitates 
inspection and decreases seconds.” 

Power chains—‘“‘Production is greatly 
increased due to the positiveness of the 
drive, and the wear on bearings is less 
owing to the lighter tension.”’ 


4. Dependability in Use 
In appealing to this buying motive, 
an effort is made to show that the ar- 
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ticle offered for sale can be relied upon 
to perform its assigned task with regu. 
larity. Thus use of the article assures 
protection against costly interruptions of 
plant operations and against defects jn 
the quality of the product. Dependabil. 
ity in use generally results in economies, 
but here again the peculiar distinction 
of this motive, in contrast to related 
motives, is significant for the purposes 
of practical salesmanship, for many 
buyers think more of dependability than 
of specific economies; this is especially 
true of installations. Dependability in 
use was one of the three buying motives 
to which appeal most frequently was 
made in the advertisements covered in 
this survey. This reflects the emphasis 
placed by industrial users upon the selec. 
tion of equipment, supplies, and materi- 
als which will assure the steady, con- 
tinuous operation of the plant. 

Examples of sales arguments based 
on dependability in use are as follows: 

Train control—“Has for the past 
nine years, in the most simple and in- 
expensive manner, successfully _per- 
formed its function in compelling obedi- 
ence to track conditions.” 

Steel locomotive frames—“Exhaus- 
tive tests have shown this high-test 
Vanadium steel to possess 80% greater 
resistance to shock than any steel previ- 
ously used in locomotive frame cast- 
ings.” 

Temperature control—‘‘Makes pos- 
sible uniformity and consistency of re- 
sults.”” 

Gate valves—‘‘Double brass discs— 
with ball and socket back insures tight 
closing and easy opening — Simple in 
construction and thoroughly reliable.” 

Lathe—“This construction has over- 
come many disadvantages of older 
types, since it prevents the carriage from 
buckling, the apron from getting out of 
alignment, and eliminates tool chatter.” 
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Rawhide pinions — “They protect 
your machines from destructive vibra- 
tion and they help make the shop a more 
quiet, livable place for the men... . . 
So tough and durable that they fre- 
quently outlast the metal gears which 
they replace.” 

Sub-press dies—“Permit the closest 
ft between punch and die—deliver the 
most accurate, clean-cut stampings, free 
from ragged edges, distortion, and 
ready for assembling.” 

Filing equipment—“Under the 
plan you can find your old records im- 
mediately.” 





5. Dependability in Quality 

This motive apparently is used almost 
as widely as economy in use in selling 
industrial goods. It is utilized with 
especial frequency for the sale of 
fabricating materials. Dependability in 
quality signifies trustworthiness in work- 
manship, and particularly uniformity in 
the grade or quality of material. Users 
of industrial goods, and especially pur- 
chasers of fabricating materials, desire 
to obtain equipment or materials on 
which they can rely, not only because 
the use of materials of uniform quality 
is economical but also because it is nec- 
essary to safeguard the company’s repu- 
tation which is staked on the product 
turned out. Although in the group there 
were no raw material advertisements in 
which appeal was made to this buying 
motive, it is certain, nevertheless, that 
dependability in quality is one of the 
chief buying motives that govern the 
purchase of primary materials. 

Examples of the use of dependability 
in quality as a buying motive are as fol- 
lows: 
_Steel—“No steel offers a better com- 
bination of strength, toughness, resis- 
a to fatigue and forging dependa- 
lity.” 
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Rivets—“Through years of close as- 
sociation, men. acquire a pride in 
their work and product. Perhaps that 
is why we are able to say, without quali- 
fication, that every rivet is guar- 
anteed to be and to do all that is de- 
manded of a rivet.” 

Knitting machine—‘“‘Made of the fin- 
est materials with the best tools . . 
simple in design, accessible and abso- 
lutely accurate.” 

Woolen fabrics—‘Each fabric is up 
to the same high standard of quality.” 

Cotton yarn—‘“One vital reason for 
the uniform excellence of yarns is 
the vigilance that is observed in their 
manufacture.” 

Ball bearings—‘‘The quality is a con- 
stant.” 

Files—“Unequaled uniformity of 
spacing and temperiag.” 

Ball bearings—‘‘Absolute uniformity 
of weight and structure . . . . unified, 
wear-resisting quality.” 

Flour—‘A short patent, dependable 
flour well milled and uniform in qual- 
ity.” 

Stampings—“Exceptionally light and 
strong . . . . free from blemishes and 
require no machining or polishing.” 

Wire springs—“Uniform high qual- 
ity and precise workmanship are always 
assured.” 

Screws and bolts—‘Threads are 
sharp and clean. Pitch diameters abso- 
lutely uniform.” 











6. Durability 

Durability signifies long life and abil- 
ity to stand up under hard wear. Dura- 
bility also connotes economy in use, but 
it is a sufficiently distinct reason for pur- 
chase to warrant differentiation from 
other buying motives. 

Examples of the use of durability as 
a buying motive are given on the op- 
posite page. It was applied more fre- 














quently to accessory equipment than to 
other types of industrial goods. 

Knitting machine—‘‘We have made 
every effort to produce a machine pos- 
sessing durability.” 

Baskets—‘“‘A basket of heavy duck 
on a spring steel frame stands up best 
under hard wear.” 

Ball-bearing carrier—‘‘Has the brute 
strength and durability for the most 
strenuous conveyor service.” 

Air hose—‘‘Unusual strength and 
wear-resisting qualities.” 

Sand pump—‘‘Heavy, long-life wear- 
ing parts.” 

Planer—“Long life and freedom 
from wear.” 

Electric drill—‘‘Rugged strength in 
every part.” 

Steel bench legs—“As good at the 
end of 10, 20 or 30 years as when 
new.” 

Table—‘Will outlive any other busi- 
ness table at any given duty.” 

Metal partitions—“Substantially out- 
lasts the average metal toilet compart- 
ment.” 


7. Flexibility in Operation or Use 

Flexibility in operation or use is a 
buying motive which influences the pur- 
chase chiefly of installations, occasion- 
ally of accessory equipment. It rarely 
appears as a buying motive for other 
industrial goods. When a machine is 
flexible in operation, it is capable of be- 
ing adapted or adjusted to handle a va- 
riety of jobs, or the speed at which it is 
operated can be changed readily to meet 
varying conditions. This buying motive 
is utilized particularly in selling a ma- 
chine to be used for a variety of pur- 
poses, in contrast to a special-purpose 
machine purchased to perform a single 
task. The economy secured by flexibil- 
ity in operation is not the result of a 
large volume of production but is de- 
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rived from the versatility of the ma. 
chine, which can be used for so many 
purposes that the amount of time that 
it is idle is reduced to a minimum. Even 
though the daily volume of production 
per machine is not so great on a flexible 
machine as on a single-purpose machine, 
it is not necessary to install so many 
of the former type of machines in de. 
partments where the work is not stand. 
ardized but constantly varying. A flex. 
ible machine often meets the diverse 
requirements of a plant where other. 
wise, to turn out the product, it would 
be necessary to install several single. 
purpose machines which could not be 
kept continuously in operation. 

In the following instances appeals 
were made to the buying motive of flexi- 
bility in operation or use: 

Spot welder—‘‘A universal small spot 
welder on which almost any shape job 
can be handled without extra arms or 
equipment.” 

Metal drying form for hosiery— 
“There is not any other form which 
has the flexibility to board three and 
four sizes in one form.” 

Triple-purpose radial drill—‘‘Flexi- 
bility is also a big factor. ... They 
are readily changed from one job to an- 
other, and on series operation work the 
piece can often be finished with a single 
set-up.” 

Mine stopper—‘The one-hand feed 
trigger control enables the feed to be 
stopped instantly or regulated to any 
desired speed, depending on ground con- 
ditions.” 

Gang drill—‘‘Equipped with back 
gear, self-feed and automatic stop. . . . 
Machine is driven by one main driving 
belt, and yet each spindle can be run sep- 
arately or all spindles at one time.” 

Crane—“Just figure the different jobs 
this crane can do in and around 
your division.” 




















Knitting machine—‘‘Makes fringes up 
to 7 inches in depth, without any special 
attachment, and as deep as 24 inches 
with the long fringe attachment.” 
Planer—‘‘On the fineness of experi- 
mental work or the ruggedness of re- 
will give unvarying per- 





pairs the 


formance.” 
Tool and die steel—“*There is a great 


saving in having a steel that can be used 
to advantage on so many different kinds 
of work.” 

Lathe—“Can you beat this—in one 
machine? A lathe of all capacities, 
feeds and speeds—selective geared head 
—quick change—single pulley drive,” 
and so forth. 

Machine tool—‘‘Machine is always 
busy . . . . ability to perform on a pre- 
cision-production basis these constantly 
required operations—boring, milling, 
drilling, tapping.” 

Strip rolling or wiring machine— 
“Built for producing a great variety of 
work. It will hem one or both edges 
of strip, roll in wires, form angles, drip 
moldings, channel, beading, tubing of 
various shapes, filler channel,’’ and so 
forth. 

Steel shelving——‘‘Easily and quickly 
assembled or rearranged to meet chang- 
ing requirements.” 

Platform boxes—‘‘Easily adaptable 
for use with any steel platform.” 


8. Simplicity in Operation 

When the sales argument of sim- 
plicity in operation is used, emphasis is 
placed on the ease with which the ma- 
chine can be controlled in performing 
its regular tasks. Whereas for flexibil- 
ity in operation or use, the selling point 
is the ability to use the machine or equip- 
ment for a variety of purposes, simplic- 
ity in operation, in contrast, implies con- 
tinuous performance of the same task 
without adjustments being made. This 
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buying motive, although rational, has an 
emotional implication because of the 
common desire to avoid annoyance and 
inconvenience and also to obtain protec- 
tion against danger. 

Examples of simplicity in operation, 
a buying motive which appeared only in 
advertisements of installations and ac- 
cessory equipment, are as follows: 

Locomotive crane—‘Swift in_ its 
movements, yet simple and easy to con- 
trol. Any or all functions may be per- 
formed simultaneously.” 

Electric motors—‘‘All sizes may be 
started with a single throw switch, 
which makes it impossible for a careless 
or inexperienced operator to vary the 
starting current.” 

Oil hole covers—‘‘Operate easily with 
a touch of the can snout.” 

Scleroscope—‘“Direct reading can be 
operated by anyone with great rapidity.” 

Filing equipment (booklet)—‘‘Not 
written to sell a complicated filing sys- 
tem. Just plain, every-day suggestions 
for filing that require only stock, over- 
the-counter goods that can be procured 
from your local stationer or office- 
equipment dealer.” 


9. Handiness 

Handiness implies usefulness for a va- 
riety of incidental purposes, according 
to the requirements of the moment. 
Handiness also appeals to the desire to 
avoid minor inconveniences. It is not 
applicable to installation goods, but 
chiefly to accessory equipment. 

Examples of sales arguments based 
on handiness are as follows: 

Index tabs—‘‘Make your own index 
tabs. Cut them any length to suit. . . . 
Change labels instantly when desired.” 

Desk—‘The midst of dictation. You 
want an important paper. A flip of 
your hand—your desk drawer coasts 
open on easy-rolling steel slides.” 
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Portable electric blower—‘“A_neces- 
sity in every power plant for removing 
dust and dirt from electric motors, gen- 
erators, switchboards, and other ma- 
chinery. Also useful for cleaning line 
shafting, stock bins, shelves, and so 
forth.” 

Die-stock—“A handy tool for odd 
jobs.” 


10. Facility of Installation 

The ease with which a new machine 
or piece of equipment can be installed 
often is one of the determining factors 
in making the purchase. Facility of 
installation ordinarily yields some ele- 
ment of economy by avoiding costly in- 
terruptions of plant operations. It also 
connotes a saving in labor. Not least, 
the buying motive of facility of installa- 
tion carries to the prospective purchaser 
a suggestion of freedom from worry 
and uncertainty. 

Examples of the use of this motive 
are as follows: | 

Belt plates—‘‘No special tools needed 
to apply belt plates and rivets.” 

Oil hole cover—‘Simple to install. 
No tapping to install this oil hole cover. 
Simply drill a hole of required size and 
drive cover to piston.” 

Flooring—“With their plant running 
full blast, the Company at North 
Kansas City recently covered worn con- 
crete floors with 31,000 square feet of 
without any interruption whatever 
to operations.” 

Window shades—‘‘The enameled 
steel offset brackets supporting the 
shades are fastened securely by a pat- 
ented method, directly to the steel sash 
ribs in such a way as to resist the loosen- 
ing effect of vibration and jar. No ex- 
pensive boring or drilling of concrete is 
necessary.” 

Stoker—‘‘Not a _ thing need be 
moved.” 











11. Facility in Making Repairs 

Only one example was found of ap 
appeal to this motive. In this particular 
instance, the product for the sale of 
which this motive was utilized was rail. 
road wheels, in which the company rec. 
ommended “the bolted type, as it can 
be re-tired in any railway shop without 
skilled labor or special machinery.” |p 
selling new equipment, it is reasonable 
to expect that it is not the part of good 
salesmanship to stress repairs. A sales- 
man naturally directs attention primarily 
at what the machine will accomplish 
rather than to the fact that from time 
to time repairs will be necessary. As 
a supplementary buying motive, how- 
ever, it is probable that facility in mak- 
ing repairs helps to influence a larger 
number of purchases than the frequency 
of its use as shown by this study would 
indicate. Facility in making repairs 
yields direct economy through a saving 
of time, and in the case cited here it per- 
mitted the utilization of unskilled labor. 
It also promises other savings, inasmuch 
as the greater the speed with which re- 
pairs can be effected, the shorter is the 
interruption of plant operations when 
a breakdown occurs. 


12. Enhancing Salability of Product 


This buying motive is utilized to show 
the prospective purchaser how he can 
increase his sales or give greater satis- 
faction to his customers. In over 1,000 
advertisements of industrial goods, l.ow- 
ever, only 29 examples of the use of this 
motive could be discovered. The in- 
frequency with which this buying motive 
was used reflects the influence of pur- 
chasing agents and foremen of operating 
departments on purchases; they tend to 
emphasize economy, price, and operat- 
ing considerations. That influence 
clearly has led the sellers to address 
their sales arguments far more com- 
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monly to economy in use and allied mo- 
sives than to opportunities for enhanc- 
ing the salability of the purchaser's 
product. ‘ 

This is one of the chief points brought 
to light in this survey, for it indicates 
a particularly fertile opportunity for the 
application of progressive merchandis- 
ing methods in the sale of industrial 
goods. A salesman, as a matter of fact, 
who can show a prospective buyer how 
to increase the buyer’s sales or give bet- 
ter satisfaction to the buyer’s customers 
ordinarily has command of a most pow- 
erful sales argument. This buying mo- 
tive is particularly effective as an appeal 
to chief executives, who have to strug- 
gle with sales problems as well as with 
production problems. 

Among the 29 instances in which en- 
hancing salability of product was uti- 
lized as a buying motive, 17 were in the 
textile field, 7 in the flour industry, and 
5 scattered among all the other trades 
covered in the survey. This suggests a 
particularly significant neglect of the 
utilization of this motive in several large 
industries where opportunities for its ap- 
plication certainly exist. 

This motive, it may be pointed out 
incidentally, is back of the efforts of 
manufacturers of fabricating parts who 
advertise to consumers. The manufac- 
turer of automobile bearings, for ex- 
ample, who recommends to consumers 
the purchase of automobiles equipped 
with his bearings and seeks to show the 
merits of those bearings to the consum- 
ers, utilizes this buying motive as a lever 
in soliciting orders from automobile 
manufacturers. It is not necessary, how- 
ever, as is shown by examples of the 
use of this buying motive cited below, 
to go over the head of the manufacturer 
of the finished product to consumers in 
order to utilize this motive. The manu- 
facturer of equipment and materials, 
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that cannot be identified in the product 
in the manufacture of which they are 
used, has a powerful appeal without ex- 
erting a direct influence on the consumer. 

Examples of the cases where an ap- 
peal was made to enhancing the salabil- 
ity of the product of the purchaser are 
as follows: 

Knitting machine—‘‘Get repeat or- 
ders.” 

Sewing machine — “Manufacturers 
and jobbers agree that the ideal seam is 
one that combines—1. Strength and 
elasticity. 2. Appearance..... Have 
you ever had a garment returned because 
this seam broke or unraveled?” 

Cotton yarn—“To use mercer- 
ized yarns, with good workmanship, as- 
sures the manufacturer of a strength, 
lustre and a uniformity in the finished 
garment, which will result in long ser- 
vice and satisfaction to the wearer, re- 
acting favorably in establishing good- 
will for the product.” 

Silk ribbon—‘The desire for fine 
things is instinctive in all of us. To the 
woman purchasing underwear, a narrow 
strip of silk ribbon makes all the differ- 
ence in the world.” 

Buttons—‘‘The excellent finish which 
we produce brings out the lustre in the 
Pearl and adds to the appearance of 
your garment.” 

Disc polishing machine—“No matter 
how good your product may be, there 
are many people who will be largely in- 
fluenced by its appearance, and it will 
pay to see that machines and parts are 
as good in appearance as they are in 
quality.” 

Flour—“To the Bakers: We are 
specialists in the manufacture of North- 
ern Spring Wheat Flour—flour that 
makes the most delicious loaves of 
bread. Your customers will want an 
extra slice of such bread.” 

Flour—“Mr. Baker: If your com- 
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petition is keen, improve your quality 
instead of cutting prices.” 

Paints and varnishes—‘‘What sells 
‘most any article? Primarily appear- 
a -—— varnish... . will 
‘dress’ your product to the best advan- 
tage.” 


13. Facility in Executive Control 

This motive is utilized for promot- 
ing the sale of accessory equipment 
which renders mechanical aid to execu- 
tives in performing their administrative 
duties. Such accessories help to provide 
pregnant facts for executive guidance, 
to save the time of an executive, or to 
furnish assurance that instructions are 
being carried out. 

Examples of the use of facility in ex- 
ecutive control as a buying motive fol- 
low: 

Private telephone—‘‘When your or- 
ganization is equipped with the ; 
you may know what is going on in the 
plant or yards without leaving your 
desk.” 

Charts—‘You can with one stroke of 
the pen visualize the real significance of 
the facts by the use of these forms.” 

Calculating machine—‘‘Where up-to- 
the-minute figures would prevent a lot 
of worry.” 

Machine recording device—‘‘Quan- 
tity—costs—profits. Know exactly what 
you are doing.” 

Machine recording device—‘‘Hold 
the yardstick on your machine’s useful- 
ness.” 

Wire partitionsx—‘‘Mean greater ef- 
ficiency in your plant—they apportion 
definite spaces for definite purposes, 
they keep employees out of each other’s 
way, they prevent tools and materials 
from going astray—yet they do not 
shut out the sunlight nor cut off the air 
And they give you a 
full view of your shops.” 





14. Aiding Sales Promotion 


This motive differs from the motive 
of enhancing salability of product jn 
that the objective in aiding sales promo. 
tion is not to influence the customer 
through the quality or appearance of the 
article which is being sold, but to cop. 
tribute incidentally to the successful op- 
eration of the sales organization. 

Examples of the use of “aiding sales 
promotion”’ as a buying motive for ac- 
cessory equipment and supplies are as 
follows: 

Coated paper—‘The printing and 
folding qualities of papers result 
in catalogs, folders and other ‘printed 
salesmen’ that will represent your firm 
to your customers as creditably as high- 
grade salesmen can.” 

Reproducing machine—‘A wonder- 
ful sales help.” 

Loose leaf binder (for catalogs) — 
‘Help your salesmen sell.” 

Paper—‘‘Makes type and _ pictures 
talk.” 


15. Safeguarding Welfare and Morale 
of Employees 

In the foremost cases where this mo- 
tive is utilized, the appeal is made to 
the humanitarian interests of employers 
who wish to preserve the health of 
their employees, protect the employees 
against accidents, and in numerous other 
ways promote the welfare of the work- 
ers. The motive also is utilized for in- 
ducing the purchase of equipment that 
will lessen the fatigue of employees, and 
under this same heading are included 
suggestions to employers to gratify the 
ambitions of their employees. Although 
industrial executives are influenced pri- 
marily by the humanitarian force of this 
buying motive, the pursuance of a pol- 
icy of safeguarding the welfare and 
morale of employees tends to increase 
production and to lessen the likelihood 
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of serious controversies over the griev- 
ances of the employees; consequently, 
one would expect it to have wider in- 
duence than was indicated by the small 
number of times that it appeared in this 
survey. Examples of its use are as fol- 
lows: 

Temperature regulator—“Do your 
employees gamble with scalded hands 
when washing up?” 

Goggles—“‘What your workmen 
want in a goggle is—safety and com- 
fort.” 

Mill trucks—“We weren’t especially 
thinking of you when we built the ! 
We were thinking of the man who is 
going to push it over your mill floor. 
We were thinking of the man who has 
to listen to the rumble and rattle of the 
trucks passing behind him and in front 
of him all day long.” 

Shovel—‘‘The safest of all mucking 





machines . . workmen cannot get 
caught in it.” 
Drill—“‘Safety features that safe- 


guard the man, the machine and his 
work.” 

Lathe—‘‘Your workers’ good-will 
ranks equally with your customers’ 
good-will . . . . it is only fair that a 
man should have a machine capable of 
doing full justice to his skill.” 

Punch ‘press—“Both hands of oper- 
ator are protected... . allows the 
operator to feed fast, knowing that he 
is safe if the press repeats.” 

Battery—“Above the shoulders of 
the men who handle your materials are 
brains—brains that crave more action 
—brains that aspire to better jobs— 
brains that covet more pay. Why chain 
them to a hand truck ?” 

Riveting haommer—“Free from tiring 
vibration.” 

_ Portable drill—“A better job in less 
time and with comparatively little fa- 
tigue to the user.”’ 
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16. Sanitation of Plant 

The only example of the use of this 
motive was that of a chemical company 
which advertised a preparation for the 
riddance of flour mills of vermin. For 
practical sales purposes this buying mo- 
tive undoubtedly influences the sale of 
large quantities of industrial goods of 
various sorts. A sanitary plant con- 
tributes to the welfare of the employees, 
and sanitation also helps to preserve the 
quality of the product turned out in the 
plant, thus enhancing its salability. This 
buying motive undoubtedly affects pur- 
chases far more frequently than this sin- 
gle occurrence—one in a thousand—in 
the advertisements covered in this sur- 
vey might be assumed to indicate. 


17. Economy in Purchase 

Economy in purchase—the price mo- 
tive—is used frequently to supplement 
other buying motives and in the case of 
supplies, fabricating materials, and es- 
pecially primary materials, it oftentimes 
becomes the dominating motive. Price is 
always a factor in making a sale, but if 
it is the only motive to which appeal is 
made, the salesman becomes merely an 
order taker, and in several staple trades 
brokers are utilized in lieu of private 
forces of order takers. Orders for 
standard grades of sugar and flour to 
be used for manufacturing purposes fre- 
quently are placed through brokers, who 
shop around to obtain the best prices. 
Plain cotton grey goods are sold largely 
through brokers, who take the place of 
salesmen in bringing together buyers and 
sellers; a broker ascertains which man- 
ufacturers can make the deliveries de- 
sired by the customer at the most attrac- 
tive prices. Large quantities of fabri- 
cating materials and most primary mate- 
rials are sold on a price basis. The 
prices are constantly subject to change. 
The result is that such materials are not 


315 











314 HARVARD BUSINESS REVIEW 


advertised. This explains why only two 
advertisements of primary materials 
were recorded in this survey. 


SUMMARY 


In contrast to consumers’ goods, 
where a majority of the buyers’ motives 
are instinctive and emotional, it is note- 
worthy that all the buying motives for 
industrial goods recorded here were ra- 
tional motives, and the patronage mo- 
tives which are explained in the follow- 
ing section also are rational motives. 
This reliance on rational motives is logi- 
cal, because an industrial firm makes its 
purchases for business reasons, not for 
the personal gratification of individual 
executives. Experience with the meth- 
ods used by salesmen in the solicitation 
of orders for industrial goods has 
shown, however, that in personal inter- 
views appeals frequently are made to 
the instinctive and emotional motives of 
the buyers. A salesman oftentimes finds 
that the executive from whom he is so- 
liciting an order takes a pride in the 
appearance of his plant; the gratifica- 
tion of this pride can be aimed at as a 
buying motive. In other instances in 
personal interviews salesmen of indus- 
trial goods seek to arouse the spirit of 
emulation as a means of securing or- 
ders; they suggest to prospective cus- 
tomers a desire to “keep up” with other 
manufacturers who have installed a par- 
ticular machine or bought the sort of 
material that the salesman is striving to 
sell. Rational motives, however, un- 
doubtedly predominate heavily in the 
trade in industrial goods. 


Patronage Motives 
A patronage motive is the reason or 


incentive for a buyer to trade with a 
particular firm in preference to patroniz- 


ing other firms which offer similar com. 
modities. When two or more sellers of. 
fer closely similar merchandise at sim. 
ilar prices, the choice of the buyer turns 
on patronage motives. In practical 
salesmanship patronage motives are 
used just as buying motives are used. 
In fact, the chief argument that a sales. 
man can use frequently is a statement 
of reasons for patronizing his company 
in preference to other firms offering 
similar product at the same or even 
slightly lower prices. 

Patronage motives originate in the 
special facilities which a firm can offer, 
such as promptness in delivery; also in 
buying motives of dependability in qual. 
ity and economy in purchase. When a 
firm acquires a reputation for selling a 
dependable product or for quoting re- 
liably fair prices, that reputation be- 
comes a patronage motive for the firm’s 
customers. Continuous business relation- 
ships growing out of such patronage mo- 


tives often tend to establish buying hab- 


its and constitute good-will for the seller. 


1. Reliability of Seller 


When a firm has established a repv- 
tation for reliability and integrity, it has 
acquired good-will which assures it of 
patronage. When its customers have 
learned through experience that it is 
worthy of confidence in fulfilling its 
promises and that its product is trust- 
worthy, that firm can utilize “reliability 
of seller” as a patronage motive in so- 
liciting sales. Financial strength also at- 
tracts patronage. A large manufactur- 
ing company, for example, regularly ad- 
heres to a policy of placing orders only 
with firms having sound credit ratings. 
That company undertakes to be sure 
that any producer with whom an order 
is placed will be able financially to fulfil 
the specifications and execute the con- 
tract on schedule. 
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Examples of the use of “reliability of 
seller” as a patronage motive in the ad- 
vertisements examined in this survey are 
as follows: 

Lumber—“A large number of rail- 
way companies and industrial buyers 
send inspectors to the mill when buying 
timbers. . . « - Our mill managers are 
more than glad to have inspection at 
their mills.” 

Forging press—‘‘For more than 50 
years has been closely associated 
with the forging industry. ... . The 
same superiority in design and high 
quality in material and workmanship, 
which has made hammers famous, 
will be found in our forging presses.” 

Bronze bearing metal—‘‘This com- 
pany has been making uniformly 
and constantly good for 39 years.” 

Flour—‘Our continuous milling expe- 
rience since 1855 enables us to consis- 
tently place on the market flours of 
uniformly high quality.” 











2. Punctuality in Delivery 

The ability to rely without apprehen- 
sion on the delivery of equipment or 
materials on the date specified when the 
order is placed is a powerful patronage 
motive. The period intervening be- 
tween the date when the order is placed 
and the promised date of delivery may 
be long or it may be short. The pur- 
chaser of industrial goods, however, 
generally is inconvenienced if the deliv- 
ery is not made punctually. A reputa- 
tion for punctuality in delivery, there- 
fore, frequently secures orders, even at 
prices slightly higher than those quoted 
by less punctual competitors. 

Punctuality in delivery can be utilized 
by salesmen as a patronage motive only 
when the sales and production depart- 
ments are fully coordinated. The sales- 
men must be definitely informed as to 
what delivery dates can be promised 


with assurance of fulfilment and the pro- 
duction department must be held re- 
sponsible for carrying out its part of 
the undertaking. The utilization of this 
patronage motive, therefore, leads back 
from the sales department into the pro- 
duction department, which must be 
geared up to fulfil orders in accordance 
with an agreed-upon schedule. The 
schedule of the production department 
must be utilized as a guide in fixing the 
delivery dates to be promised by the 
salesmen. 

It is far from easy to maintain a rep- 
utation for punctuality in delivery, par- 
ticularly during periods of changing 
business conditions. Take the case of 
a company manufacturing heavy equip- 
ment to order. When an inquiry is re- 
ceived from a salesman, it is submitted 
to the engineering department for an- 
alysis and a determination of the price 
to be quoted and also for ascertaining 
the probable date on which the order, 
if secured, can be filled. In times of de- 
pression, when the works are not run- 
ning with a heavy load, the scheduling 
of orders so as to fill delivery dates 
punctually is not especially difficult, pro- 
vided the plant has a thorough-going 
planning system. At such periods, 
many of the inquiries submitted to the 
engineering department are not con- 
verted into orders. As business im- 
proves, however, particularly toward 
the top of the business cycle, there is 
generally a great rush of orders; a large 
portion of the projects submitted to the 
engineering department become definite 
orders soon after the quotations are sub- 
mitted by the salesmen. In order to 
please the customers, furthermore, the 
salesmen constantly press for promises 
of early delivery dates. At such times 
it is easy for the factory schedule to be- 
come overloaded and for delays in de- 
livery to occur. The result is that after 
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business slumps numerous cancelations 
are received on orders on which deliv- 
eries have not been made punctually on 
the promised dates. The very difficulty 
of establishing a reputation for punc- 
tuality in delivery makes this patronage 
motive all the stronger for those firms 
that do attain this goal. 

The following examples give a few 
illustrations of the use of this patronage 
motive: 

Machinery—“You get your machines 
when you want them.” 

Gears—“ Have you been watching the 
clock? That is to say, are you anxiously 
waiting for a delivery from your gear 
manufacturer, on whose promptitude the 
success of that big order depends? 
There would be no need for anxiety if 
your order were placed with us. It 
would be delivered ‘on the nail.’ . .. . 
We make a fetish of delivery on time.” 

Castings—‘‘When we make an esti- 
mate on your work you can depend on 
the time and delivery specified. The 
element of time is very important espe- 
cially in case of machinery breakdown.”’ 


3. Promptness in Delivery 


Promptness in delivery differs from 
punctuality in delivery in that the former 
signifies shipment immediately upon re- 
ceipt of the order. Punctuality in deliv- 
ery, on the other hand, is used for or- 
ders which are to be filled at a specified 
future date. Prompt delivery is made 
possible either by the organization of 
the producing plant for handling rush 
orders, as for example, by installing an 
emergency department, or more com- 
monly by carrying stocks from which 
shipments can be made as soon as orders 
are received. In order to be able to 
appeal to this motive, the manufacturer 
generally carries a stock of the equip- 
ment or materials on which prompt de- 
liveries are offered, and often he estab- 
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lishes warehouses at points convenien: 
for serving his customers. Promptness 
in delivery, furthermore, is the chief 
patronage motive on which jobbers jn 
materials rely for making sales. 

Promptness in delivery seldom js ap. 
plicable as a patronage motive for se. 
curing orders on installations. Th, 
plans for the purchase of such equipment 
generally are laid far enough ahead to 
permit the placing of orders for future 
delivery. This patronage motive oc. 
casionally is used for the sale of acces. 
sory equipment, but it is far more gen. 
erally applicable in selling supplies, fab. 
ricating materials, and primary mate. 
rials, for which urgent demands unex- 
pectedly arise with changes in market 
conditions. 

Examples of the use of promptness 
in delivery as a patronage motive are 
as follows: 

Gears—“In addition to making every 
type of standard gears, our facilities al- 
low prompt deliveries on fabric gears.” 

Gears—‘“Large supply of stock gears 
always on hand for immediate ship- 
ment.” : 

Steel—“‘Prompt shipments guaran- 
teed.” 

Steel—“‘Our reputation rests to a 
large extent upon execution of orders 
the day they are received.” 

Steel castings—‘‘Our desire to equal- 
ize production is your opportunity to get 
prompt delivery on small steel castings.” 

Springs—‘‘Guaranteed coil springs of 
every description..... Our emer- 
gency department can give you 24-hour 
delivery on standard springs when es- 
sential.” 

Driving chains—‘‘Carry complete 
stock at convenient points to render 
prompt service.” 

Lubricating oil—“You’'ll find  ship- 
ments prompt.” 

Cotton yarn—“Large stocks carried.’ 
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4. Securing Exact Fulfilment of Specifi- 
cations 

In placing special orders for equip- 
ment and especially for fabricating 
parts, the firm with a reputation for ful- 
filling specifications exactly is frequently 
given the preference. The exact fulfil- 
ment of specifications not only means 
economy to the buyer, but it also is es- 
sential for maintaining the reputation 
of his product and for assuring the 
smooth operation of his plant and free- 
dom from vexatious annoyances. 

Examples of the use of this patronage 
motive are as follows: 

Can-making machines— “Our 65 
years of experience and large manufac- 
turing facilities enable us to supply ex- 
actly the right machine for your require- 
ments and to build quickly and at rea- 
sonable cost.”’ 

Screw machine products—‘Special 
screw machine products accurately con- 
forming to specifications.” 

Screw machine products—“Give us 
those intricate jobs that require just a 
little more skill and experience than 
usual.” 

Screw machine products—‘We do 
special work better because we have 
eliminated standard screws. Our whole 
attention and all our facilities can thus 
concentrate on specific problems that re- 
quire special tooling.” 

Springs—“Any required shape or size 
made to your standards.” 





5. Variety for Selection 

A policy of producing a wide variety 
of products is sharply in contrast with 
a policy of standardization and speciali- 
zation in production. The company pro- 
ducing a wide variety of sizes or items 
generally has a higher unit cost than 
that of the specialized manufacturer. 
Where a wide variety is produced, how- 
ever, that fact can be used as a patron- 


age motive, particularly in obtaining or- 
ders from buyers who wish to purchase 
small lots or assorted lots. Variety for 
selection also attracts patronage from 
firms seeking to find a source from which 
to purchase a new or unusual size or type 
of material or equipment. 

Examples of “variety for selection” 
as a buying motive are as follows: 

Wire screens — ‘1,000 choices of 
screen openings available in the most 
minute variations.” 

Gears—‘‘We make bevel gears wit!: 
planed teeth from 1-inch diameter min- 
imum to 192-inch diameter maximum, 
any pitch up to 61-inch,” and so forth. 

Die heads and collapsing taps—“A 
type and size to suit every threading 
need.” 

Gears—‘‘Gears made up in any ma- 
terial required.” 

Industrial diamonds—“Through its 
overseas connections, can furnish indus- 
trial diamonds in any grade, size or 
quantity.” 

Flour—‘‘No matter what type of rye 
flour you want, you can get it from 

” 





Steel castings—‘“We are prepared to 
furnish castings from 5 lbs. to-re-tons.in 
weight.” 


6. Engineering and Designing Service 
This patronage motive is used by 
firms offering personal assistance by 
their experts in determining the require- 
ments of prospective customers and in 
working out specifications for custom- 
ers. This patronage motive differs from 
exact fulfilment of specifications in that 
engineering and designing service has to 
do with the preparation of the specifica- 
tions, whereas the latter motive is used 
to indicate compliance with the specifi- 
cations after they have been drawn up. 
Exact fulfilment of specifications does 
not necessarily carry with it an offer of 
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service in the preparation of the specifi- 
cations. 

Examples of the use of this patron- 
age motive are as follows: 

Steel springs for railroad equipment 
—‘Engineering service is proving inval- 
uable to mechanical men who are called 
upon to meet special problems of equip- 
ment.” 

Cars—‘‘Prepared to build your spe- 
cially designed equipment. .. . . Our 
files are full of drawings for special 
equipment. Our staff of engineers, with 
years of experience back of them, is at 
your service.” 

Mechanical furnace—‘‘Each installa- 
tion designed especially to meet the op- 
erator’s conditions.” 

Bearings—‘‘We offer the services of 
our engineers in assisting designers on 
layouts involving the use of thrust ball 
bearings.” 

Stampings—“‘Send us your stamping 
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problems; our 25 years’ experience wil] 
help solve them. Consult our engi. 
neers.” 


7. Dependable Repair Service 

One company manufacturing hoists 
referred to the quick service that it was 
prepared to give when repair parts were 
needed. Just as facility in making re. 
pairs was not stressed as a buying mo. 
tive, so the dependability of the service 
on repair parts was rarcly referred to as 
a patronage motive. As a matter of 
fact, however, promptness in supplying 
repair parts is a big factor in building 
good-will, particularly for the sale of in. 
stallations. It is in order to provide this 
sort of service on repair parts that nu- gian: 
merous manufacturers of installations to t 
have established branch warehouses Yy. } 
where repair parts are carried, and of 
course this patronage motive is utilized 
by their salesmen in soliciting orders. 
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4 CONTRAST OF AMERICAN WITH EUROPEAN 
EXPORT POLICIES 


By B. OLNEY HOUGH 


HEN the Germans retired from 
W Belgium after the World War, 

the Belgians entered into pos- 
session of the properties of enemy na- 
tionals in their country. The largest 
department store in Brussels had been 
that of Leonhard Tietz, one of a chain 
of similar establishments owned by a 
German concern. The large stock in 
Brussels was confiscated by the Bel- 
gians, and the big building turned over 
to the temporary occupancy of the 
Y. M. C. A. Two or three months 
after the Armistice, when I chanced to 
be visiting Brussels, the American Con- 
sulate and others interested in American 
prestige and business were contemplat- 
ing the possibility of finding an Amer- 
ican house which would take over this 
building and establish in Brussels what 
they visualized as an “American depart- 
ment store.” 

Some Americans did investigate the 
opportunity. So did some British. The 
Americans declined it. The British 
established a branch in Brussels; 
whether in the Leonhard Tietz building 
or elsewhere in the city is beside the 
point. At least one of the American in- 
terests which considered this opening in 
Brussels cannot be charged with lack of 
the so-called international mind, for it 
already operates one American depart- 
ment store in a foreign country. The 
probability is that no American interests 
regarded the opportunity in Brussels as 
likely to be profitable, while a British 
house saw opportunities of profit there. 

In this story we may find a hint of the 
most serious and most significant di- 


vergence in foreign business policies 
between Europeans and Americans. It 
is a fundamental difference involving 
the whole question of foreign invest- 
ment of capital with its consequent ef- 
fects upon international trade, and 
perhaps it will lead us to consideration 
once more of the frequently repeated 
charge against Americans of a lack of 
seriousness in their attitude toward ex- 
port trade and their failure to plan 
ahead deliberately and thoughtfully for 
permanence. 

Secretary Hoover, of the Commerce 
Department, and Dr. Klein, of the Bu- 
reau of Foreign and Domestic Com- 
merce, have of late strenuously urged 
the necessity of having American mer- 
chants in foreign countries to handle 
American goods. The proposal itself 
is wholly admirable, although the 
theories advanced with it are indefensi- 
ble in themselves and fail to take into 
consideration the. policies which have 
favored the establishment all around 
the world of large numbers, indeed 
large communities, of British, German, 
and other European merchants, who 
have been important factors in the for- 
eign trade of their respective father- 
lands. 

We may safely disregard all other 
distinctions and differences existing be- 
tween European and American export 
practices and policies, because there are 
none that are more than trifling and in- 
significant. In merchandising, financing, 
and shipping, European exporters pro- 
ceed along very much the same lines as 
do Americans. We may have a little 
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advantage now and then, or here and 
there, over Europeans; the latter occa- 
sionally some slight advantages over us. 
But there is nothing vital in any such 
principles or practices. 


I 


In the one aspect of foreign trading, 
that of so investing national capital in 
foreign markets as to advance the trade 
of the investing country, there does exist 
a vital distinction and a lesson which 
Americans must sooner or later learn. 
It is perhaps closely connected with a 
certain principle of freedom from “‘for- 
eign entanglements” which is sometimes 
urged in the United States, because in- 
evitably foreign investments such as the 
British, the Germans, and some other 
nationalities have known, and which we 
must have sooner or later, involve inti- 
mate participation in commercial af- 
fairs in foreign countries, possibly 
in financial and industrial affairs as well. 
Capital itself will venture with great 
hesitation in any but nationally secured 
obligations, unless capital is reasonably 
certain that our own Government will 
wholeheartedly and sincerely protect it 
in case of need. In this respect the Brit- 
ish are, and the Germans before the 
war were, secure. Nor can Americans 
continue to penalize capital engaged in 
business abroad by doubly taxing it. 

United States investments of capital 
abroad are to be sharply distinguished 
from our investments in foreign govern- 
ment bonds with which we are gradually 
becoming familiar in this country. I am 
now referring to investments which will 
directly affect the course of American 
foreign trade. Investments in bonds do 
not and cannot have any notable or per- 
manent effect on American trade or 
American prestige, even though a loan 
negotiated in this country is coupled 


with a contract to expend all or a large 
part of the funds obtained by that loan 
in American goods or products. Even 
that is a provision of temporary nature, 
applying only to the one loan. It is not 
a continuous or a cumulative process 
that is inaugurated, and ways are some. 
times found of evading a part of the 
contract obligations to purchase locally. 

We may invest untold millions jp 
bonds of foreign countries, and in bonds 
of foreign companies, but our ownership 
of these bonds gives us no voting power, 
no control of the policies and the acts 
of the countries or the companies in 
which we have invested. Those bonds 
that we today chiefly know in this coun- 
try are known also in England and, 
there as here, are called “‘gilt-edge” in. 
vestments. However, any one who 
looks over the financial pages of the 
London papers will discover that the 
British also know foreign securities 
classified as semi-speculative and specu- 
lative, and he will learn that a thousand 
securities of foreign countries and com- 
panies are known on the London stock 
exchange, or among London bankers, of 
which the best-informed bankers of New 
York have scarcely heard. The Brit- 
ish as well as some continental Euro- 
pean peoples have by no means re- 
stricted their foreign investments to 
bonds. They are large holders of shares 
of common stock in foreign enterprises. 
It is the holders of voting shares of 
common stock, at any rate the officers 
whom they elect, who dictate the pol- 
icies of the companies, who select their 
managers and purchasing agents. Sup- 
plies for the companies in which 
Americans may have millions of dollars 
invested in bonds will be purchased by 
the managers of these companies ac- 
cording to their own sweet will, and 
wholly without regard to the American 
millions interested. 
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To illustrate. Just before the war 
there was an offering on the New York 
market of a small issue of $7,000,000 
of short-term notes of the Argentine 
Central Railway, a prosperous com- 
any, a thoroughly good investment. 
The bulk of the shares of the common 
stock of this company are held in Eng- 
land: the financial offices and virtual 
control are in London. The managers 
and responsible officials in high position 
in Argentina are Englishmen. Amer- 
ican investors cannot be surprised if 
these oficers show themselves essential- 
ly human in buying the type of supplies 
with which they have been familiar 
from boyhood, and buying them from 
suppliers with whom, or with whose 
names at least, they have been ac- 
quainted and accustomed to regard with 
confidence for many years. The invest- 
ment of $7,000,000, or ten times that 
amount, by Americans in short-term 
notes, or in first or second mortgage 
bonds, cannot influence by one penny- 
weight the attitude of the Englishmen 
who buy supplies for this railroad. 
Were the American investment to carry 
with it voting power of sufficient 
strength, the whole management in Ar- 
gentina might be changed, if not satis- 
factory to the American shareholders. 
The owners of notes and bonds have 
nothing to say about this, hence when 
we hear platform arguments as to the 
wonderful advantages to American 
prestige and commerce if Americans 
will only invest their money in foreign 
countries, we may very well stop and 
consider what form that investment 
must take in order to accomplish these 
highly desirable results. 

Some of our investment bankers, 
with whom I have talked about this, 
quite agree with my argument, but they 
shrug their shoulders. Present methods 
of marketing foreign investments, the 
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mechanics of the business, would have 
to be changed. The American public is 
not educated up to such investments, and 
it is not the part of the bond houses to 
educate them. In other words, we are 
at least 50 years behind the English in 
our knowledge of and our attitude 
toward foreign investing. It will not 
do to argue that the British have al- 
ways made profits in their foreign 
investments, for the contrary is emphat- 
ically the case. Though we cannot say 
that Americans are wholly without expe- 
rience in similar forms of investment, 
their experience is very limited. Most 
of our investments in foreign enterprises 
have been virtually private investments 
of certain big companies for their own 
advantages. But British foreign invest- 
ments are almost universal in their 
scope. They have not been restricted 
to railways, but embrace tea and rubber 
plantations, all sorts of enterprises all 
around the world, coconut oil on the 
west coast of Africa, sugar mills in Fiji, 
a cement works here, a shipyard there, 
and always everywhere there have been 
British merchants or wholesale houses, 
and in a good many places British retail 
department stores. What applies to 
the British also applies to the French 
and Germans as they did business be- 
fore the war. 


II 


It is not many years ago that we were 
told by authorities, good, bad, and in- 
different, that the expansion of Amer- 
ican export trade was quite “‘impossible”’ 
until we had branches of American banks 
all around the world. Curiously enough, 
this argument was advanced at the very 
time when the export trade of the 
United States had been growing con- 
sistently and continuously reaching its 
highest point in history in 1913, prac- 
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tically without foreign branches of 
American banks, in fact without any 
perceptible interest in foreign trade on 
the part of American banks. How- 
ever, we proceeded to develop American 
foreign banks. Many of them were 
started during and immediately after 
the war. We still have a few, but cer- 
tainly not one-half as many as we did 
have at one time. What is the answer? 

The argument that American banks 
must establish branches abroad to assist 
in the development of American foreign 
trade was fallacious in itself, and I am 
afraid that the failure of a good many 
of the branches which actually were 
established abroad by our banks was 
partly, if not to a large extent, due to 
unsound premises in the theories which 
prompted their establishment and an 
unfortunate lack of understanding of the 
real principles on which success abroad 
might be built up. Neither banks nor 
business houses of any description can 
be expected to be permanent, or perma- 
nently profitable, unless established on 
far sounder bases than patriotic motives, 
or as advertisements or interesting ex- 
periments. 

During the war and immediately 
thereafter unprecedented demands for 
financing export and import trade devel- 
oped. Previously undreamt-of facili- 
ties were called for, not only here in the 
United States, but also in England. 
Many bankers in both countries who 
had everything to learn about foreign 
banking were attracted into this new and 
strange field. But a fundamental dis- 
tinction must be noted. Our American 
banks are almost entirely of the sort 
known in England as joint-stock banks. 
Branches established by such American 
banks of our standard type were like 
branches also established at the same 
period by British joint-stock banks in 
foreign countries. Many complaints 


were made of our American banks and 
their foreign branches regarding the 
handling of our export trade; never. 
theless, my impression is that the for. 
eign branches of the British joint-stock 


banks were open to very much the same 
criticisms. 


On the other hand, in distinction to 
these joint-stock banks and the foreign 
branches which they established, the 
British for generations have had what 
they call colonial or overseas banks 
which operate exclusively in the foreign 
countries where they are located. Their 
London offices are merely clearing. 
houses. Before the war we had exactly 
one such institution in the whole United 
States of America. I am not quite sure 
that we can say that we today have 
more than one or two or three, because 
the character of one or two institutions 
that were established on this basis here 
has quite recently changed materially. 

The British colonial or overseas 
banks? represent one type of investment 
of capital abroad in other than gilt-edge 
government bonds. These strictly for- 
eign banking institutions were not es- 
tablished for altruistic or philanthropic 
purposes. None of them was ever 
founded with the prime purpose of in- 
creasing the foreign trade relations of 
the mother country. They were found- 
ed and investments were made in them 
strictly and solely as profit-making en- 
terprises. As such they take part in all 
local activities wherever their branches 
exist, just as does any native local bank. 
They were founded for that purpose 
and they are expected to accomplish it. 
People in at least two South American 
countries have complained bitterly of 





1] speak of such British banks because they are 
pre-eminent in number and influence, but there were 
similar overseas and colonial banks of the Ger- 
mans, the Austrians, the French, and some other 
European nations, 
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the withdrawal of branches of American 
banking institutions from those coun- 
tries, criticizing in and out of print both 
the banks in question and Americans in 
general, because they say that those in- 
stitutions went into their countries 
without any serious intent whatever, 
merely for the sake of making money 
out of the country, of skimming the 
cream from the market when there was 
any cream, and that they were not pre- 
pared to cooperate with native indus- 
tries and commerce, with the local mu- 
nicipalities and with the government. 
Perhaps no greater mistake has ever 
been made in considering this question 
of foreign banks than to urge them upon 
Americans merely as adjuncts or feed- 
ers to ourcommerce. There are scores, 
indeed hundreds, of branches of British 
colonial or overseas banks in India, 
China, Japan, Australia, South Africa, 
South America, and the West Indies, 
which are important, many of them the 
most important factors in their respec- 
tive communities. They were established 
for the sole and express purpose of 
making money for their shareholders in 
any and every legitimate banking opera- 
tion. The absurdity of considering for- 
eign branch banks desirable merely for 
the facilities they may give to the for- 
eign commerce of their home country 
is, perhaps, well illustrated in the 70 or 
80 branches which the Royal Bank of 
Canada maintains in the West India 
islands and about the Caribbean. These 
branches could not live a week on any 
earnings they might get in a year from 
handling only Canadian export or im- 
port trade. Their success may be in 
part due to the better education and 
preparation which their branch man- 
agers have received in a diversity of 
banking operations than any similar 
preparation which our American bank 
employees have heretofore had; in part, 





perhaps, to modern, progressive ideas 
and practices. Those connected with 
the British colonial and overseas banks 
have behind them a background of dec- 
ades, indeed generations, of knowledge 
and experience acquired in the fields in 
which they operate. Of course, that 
knowledge and experience was gained 
slowly, hence the necessity for American 
bankers to plan for permanency and not 
for a sporadic excursion to this, that, or 
the other foreign market, as conditions 
seem favorable. 

The very reliance which most of our 
American banks, like many of the Lon- 
don joint-stock banks, place on corre- 
spondents in foreign countries, instead 
of branch establishments of their own, 
or subsidiary or controlled banking com- 
panies, is a striking illustration of the 
different points of view. Foreign cor- 
respondents may be maintained by a 
bank to facilitate handling the foreign 
business of its domestic clients, or some- 
times possibly merely as an advertising 
talking point for the bank’s new-busi- 
ness department. Proper overseas banks 
are radically different. The British colo- 
nial and overseas banks, established in 
distant markets for generations, enjoy 
an intimate acquaintance with the mar- 
kets in which they specialize. They are 
as well acquainted with the merchants 
and general business affairs of those 
markets as New York banks are with 
their own clients. They are by no means 
restricted to export and import opera- 
tions or to services on behalf of clients 
of their own nationality. They partici- 
pate in the general commercial and 
financial operations of their markets. 
Shares in such overseas banks are to be 
considered as investments of money 
abroad, returns from those investments 
depending on the local successes of the 
banks abroad. 

An immense amount of hokum has 
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been talked and written about the un- 
desirability of the employment of for- 
eign bankers by Americans, of discrimi- 
nation against Americans, of the be- 
trayal of Americans by these foreign 
bankers. No acceptable tangible proofs 
of “discrimination” or “‘betrayal’’ have 
ever been produced to substantiate these 
statements. If anything of the sort has 
ever happened in the case of any bank 
of another nationality than ours, it has 
surely been exceptional, and not typical. 
On the other hand, I have personally 
known of instances such as the British 
manager of a British overseas bank go- 
ing out of his way voluntarily to offer 
protection to an American shipper 
against a fraudulent local customer— 
only to be snubbed by the American 
shipper, who lost a few thousand dol- 
lars thereby. I have known, too, of 
other British managers of overseas 
banks who have been scandalized by 
the light or amateur way in which some 
American shippers have handled busi- 
ness secured through them. Possibly, 
therefore, there may be two sides to this 
aspect of the question. As a rule, prac- 
tices of bankers savoring of discrimina- 
tion or betrayal of their clients seriously 
prejudice business of importance and 
profit; good policy alone, therefore, 
would forbid any such practices. If any 
personal prejudices on the part of the 
management of a bank might now and 
then suggest diversion of business to 
the home country of the manager, that 
surely is far from surprising, but it is 
not a peri! against which it is necessary 
for anyone—Americans, Italians, or 
Japanese—to take precautions. It is 
only an incident in ordinary business 
life, not a menace, and this supposed 
superior “loyalty” of American bankers 
would certainly be a very slender reed to 
lean upon and would be indicative of a 
policy which would militate against the 


success of these bankers in their legiti. 
mate business. Natural national jm. 


pulses may be depended upon, when 
they do not involve unwise, unfair, 
unbusiness-like practices, 


and 


Il 


It is this characteristic of “loyalty” 
of Americans to Americans which seems 
really to be the moving inspiration of 
those in this country who have recently 
been urging the necessity of having 
American merchants abroad. We have 
heard also that they are essential to the 
support of the American merchant 
marine. We have heard that since it is 
in our manufactured goods that we must 
anticipate the future development of 
our export trade, we must have Amer 
ican houses to handle American goods, 
because they alone understand the spe- 
cial merits of our goods, they alone will 
be loyal to our goods, they alone are 
capable of giving that kind of “service” 
which is an outstanding feature of suc- 
cessful merchandising in this country. 

American merchants in foreign coun- 
tries might, or might not, prove of as- 
sistance to our struggling merchant 
marine. If those American merchants 
abroad are wise and shrewd and are 
established in business to make that 
business as profitable as possible, as 
they must be if they are to succeed, they 
will patronize American steamship lines 
by preference if they are given equal 
services and rates; otherwise they wili 
seek the best services and rates from 
Italian, British, Norwegian, or any 
other kind of ships. So will every other 
merchant of any nationality. This is 
solely a business proposition. Trade 
does not follow a mere flag—uniess it 
flies from a bayonet or is planted on a 
mountain of gold. 

In the introductory paragraph [ inti- 
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mated that no American (or any other) 
merchant will establish an enterprise in 
a foreign country, unless he sees prob- 
able profit in so doing. Neither Brit- 
‘sh, German, nor any other nationals 
have ever established themselves in dis- 
tant lands for any other purpose. Ar- 
guments aimed at the patriotism of 
American business men will not dig very 
deep down into their pockets. Purely 
patriotic arguments will have no more 
effect in England or Germany. All over 
the world we find British and German 
merchants, along with others of sundry 
nationalities. Few of them ever expa- 
triated themselves for any reason other 
than the expectation of making money, 
and that expectation has been intelli- 
gently grounded on knowledge and ex- 
perience. None of these houses was 
established by philanthropists or by pa- 
triots anxious. to do their country a ser- 
vice, and none of them was established by 
amateurs who had not a very thorough 
and intimate knowledge of the market 
where they were going to operate. As 
mentioned above in connection with the 
British colonial and overseas banks, 
most of these merchant houses also have 
a background of knowledge and expe- 
rience reaching through decades, and 
even generations. What is at present 
perhaps the largest British enterprise in 
the Near East is managed by men of 
British descent. The grandfather of 
some of them went out to Constanti- 
nople as gardener to the Sultan. An- 
other element in the same house is 
descended through two or three genera- 
tions from an expert British shipwright, 
who was summoned to Constantinople 
to serve in a navy yard which happened 
at that period to be a pet project of the 
ruling Sultan. The men in control of 
the enterprise of today, like their 
fathers before them, were born in the 
country, grew up and made their way 


there. They are not men who took 
their purses in their hands and set out 
from England with the idea that it 
would be a mighty good thing for Brit- 
ish trade, if they were to go out to the 
Near East and start a business. 

From my point of view there are sev- 
eral fallacies in the argument which 
has been made for American mer- 
chants in foreign countries. There is 
no denying the advantage of having 
American merchants abroad, but the 
basis for the present plea is faulty, as 
well as far from convincing. By all 
means let us get these American mer- 
chants, and let us promote their enter- 
prises in all foreign markets, but let us 
argue the case logically and on sound 
business premises. When there is a 
question of “‘service,”’ it may very well 
be remembered that if any American 
manufacturer wants his goods marketed 
in a special way he will have to educate 
the overseas seller of those goods, no 
matter whether he be of American or 
of foreign birth. In recent years there 
has frequently been complaint as to lack 
of cooperation on the part of some for- 
eign connections of American manufac- 
turers, but upon examination in a num- 
ber of cases within my knowledge it has 
developed that the fault lay right here 
in the United States, with the original 
manufacturer, who had simply put out 
his goods and trusted to luck. He had 
made no effort to cooperate with, or to 
educate, his distributers abroad. He 
had never visited those distributers, 
learned about their markets, tried to 
work with them, or endeavored to show 
them that what he may have considered 
their old-fashioned ideas might be re- 
vised with profit to themselves and to 
the manufacturer. The question, there- 
fore, is not of American or foreign dis- 
tributers, especially as not all Americans 
are of equal intelligence and ability, but 
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of the innate or acquired ability of the 
American manufacturer himself to make 
certain that his goods are distributed in 
the most efficient fashion. 

Other peoples than Americans see op- 
portunities for new lines of business, but 
the determination to undertake new and 
strange enterprises will be governed by 
precisely the same considerations, either 
in the case of foreign merchants or of 
American merchants abroad. A promi- 
nent American in Venezuela, who has 
won a fortune and an outstanding posi- 
tion through dealings in automobiles, 
typewriters, cash registers, and other 
specialties, will not be in the least in- 
clined to take up business in groceries or 
dry-goods or hardware, no matter how 
anxious the American manufacturers of 
such products may be to have their 
goods handled by a “loyal” American in 
that market, in preference to a German, 
British, or native firm. No considera- 
tions of patriotism, no altruistic im- 
pulses to help American commerce, will 
swerve this American merchant from the 
lines which he has developed and found 
profitable and which occupy to the full 
extent his time, energies, and resources. 
The exporters of groceries, dry-goods, 
and hardware will simply have to look 
elsewhere for local distributers in 
Venezuela, and this might be equally 
true if there were a dozen or twenty 
American merchants established in 
Venezuela. 

British and Germans have always 
found this true, no matter how many 
merchants of their own nationality were 
established in a given foreign market. 
For example, British trade is promoted 
by German merchants in Brazil, by 
Swiss merchants in Spain, and British 
firms in South Africa adequately intro- 
duce German merchandise. One great 


British enterprise, similar to what we 
call a trust, always used to select by 
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preference German-Swiss agents wher. 

ever it could find them, whether in Rus. 
sia, Roumania, or India, because these 
particular Britishers believed the Ger. 
man-Swiss to be the highest type of 
merchant or agent. 

Many stories are told similar to that 
of a British house in Buenos Aires which 
refused to buy certain American goods, 
because the heads of the house in Lon. 
don required it to buy British goods, 
although the local manager in Buenos 
Aires preferred the American products, 
I never encountered anything of this 
sort in my own experiences in many dif. 
ferent foreign countries in dealing with 
British, German, Dutch, Belgian, and 
other merchants. No doubt a disposi- 
tion of this sort may exist here and 
there, and it is easy to conceive that 
now and then there may be good rea- 
sons for its existence, but I am not pre- 
pared to acknowledge that it is a 
characteristic disposition. On the other 
hand, I am very certain that it is indi- 
vidual, and not general. In any event, 
it has no particular bearing on the sub- 
ject before us, because the existence of 
any, even a large number of, American 
merchants abroad can never be any 
guaranty that they will buy a cent’s 
worth of goods from every American 
manufacturer who seeks their orders. 
Such American merchants also will be 
guided by their personal preferences, or 
by special conditions, financing, and the 
like, and it is not at all unlikely that 
now and then they will prefer to buy 
British or German or Japanese or some 
other goods in preference to similar 
American goods, because if they are es- 
tablished for business purposes and wish 
to make just as much money as possible, 
they will buy those goods, no matter 
what their origin, which they believe 
likely to sell most readily and easily and 
produce the greatest profits. Business 























wher. 
Rus. 
these 
Ger. 


e of 


that 
rhich 
ods, 
n- 
Ods, 
nos 
Icts, 
this 
dif. 
vith 
and 
OSi- 
ind 
hat 
ea- 
re- 


er 
di- 
it, 
b- 
of 


in 
'y 


) 


=) 


_— eS es ae he 


AMERICAN AND EUROPEAN EXPORT POLICIES 327 


men may not lack patriotism, but bread 
and butter must come before luxuries. 

Once more I beg that I may not be 
misunderstood. I have been writing as 
though I belittled the idea of having 
any American merchants in foreign 
markets. The contrary is emphatically 
my belief. I devoutly hope that this 
may be a development of the next 20 
years, or half-century, but it is utterly 
futile to argue the case on the grounds 
thus far assumed and entirely hopeless 
to attempt to influence Americans to 
establish foreign merchant houses in 
any blindfold fashion. 

As a matter of fact, there exist now, 
and there have for many years past ex- 
isted, some old-established American 
merchant houses in foreign countries. 
There is more than one such American 
house in South America, established for 
practically 100 years. The successors 


_ of the first and biggest American mer- 


chant in China, Perkins & Company, 
afterwards better known as Russell & 
Company, are still doing business in 
China. Who now realizes that these 
houses are American houses? Who 
seeks them out in preference to British 
or other merchants in the same mar- 
kets? Of merchants, properly so-called, 
we find perhaps two or three, certainly 
not over half a dozen, having headquar- 
ters in the United States with branches 
in foreign countries. The ordinary ex- 
port commission house is not a merchant 
in the true sense of the term; its for- 
eign branches or agencies, when it has 
any, are merely order-takers. 

We are discussing, of course, prop- 
erly so-called merchants, that is, whole- 
sale houses doing a general export and 
import business, merchants: established 
in foreign countries in importing and ex- 
porting general commodities, or, in- 
deed, restricted to certain branches of 
trade, but operating as merchants, not 


as private branches of specialized and 
individual manufacturers; of merchants 
properly so-called, open to buy and sell 
any commodities in which a profitable 
business can be developed, in a position, 
if they see fit, adequately to introduce 
American goods in their respective mar- 
kets. We are concerned neither with 
the branch shoe shops in the various 
foreign countries of individual Amer- 
ican and British manufacturers, however 
laudable and desirable such branch es- 
tablishments may be, nor with American 
investments in oil wells, although they, 
too, like mines, agricultural properties, 
and railroads, may be highly desirable 
forms of American investments. 
Merchant enterprises in foreign coun- 
tries have doubtless been of incalculable 
advantage to the foreign trade of Great 
Britain and of Germany, and as well as 
to their foreign colonial possessions or 
dependencies. The same may be as- 
serted in regard to the merchant enter- 
prises of the Dutch, the Belgians, the 
French, and the Italians. Apart from 
strictly industrial enterprises in which 
the capital and the man power (in man- 
agerial or prominent positions) have 
come from the mother country, all of 
these European nations boast of trad- 
ing houses of their nationalities scat- 
tered here and there around the world. 
Take British India, for example. The 
writer has personally done business 
there with merchants of British, Ger- 
man, French, Swiss, and Dutch national- 
ities, and it may be added that no 
differences between them have been per- 
ceived excepting those due to the per- 
sonal equation. Those houses have 
been branches of companies having their 
actual headquarters in England, Ger- 
many, France, Switzerland, or Holland, 
but they have been independent mer- 
chants on their own account, relying 
upon themselves alone for the success 
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of their local enterprises. In all coun- 
tries there are also independent busi- 
ness houses of similar and other nation- 
alities, locally organized, without any 
affiliations with companies or headquar- 
ters in their mother countries. 


IV 


Perhaps a bird’s-eye glimpse of the 
nature of British foreign interests in 
merchant houses can be shown no more 


clearly than by quoting briefly from an . 


article which I wrote on an allied sub- 
ject a year or two ago for the Annals 
of the American Academy of Political 
and Social Science. 

‘There are scores of true export mer- 
chants in England. When one looks 
over the city in London one literally 
gapes with astonishment at recognizing 
the many names of big, rich, powerful, 
internationally known houses which 
have their own strong and influential 
organizations in India, in the Far East, 
in West and East Africa, in South 
Africa, Australia, and in South Amer- 
are 
“Examine the operations of some of 
these great English merchant concerns. 
Here, for example, is a London house, 
usually known as an ‘East Indian mer- 
chant’ with an important organization 
and offices and warehouses, each em- 
ploying perhaps hundreds of clerks in 
Bombay, Calcutta, Karachi, Madras, 
Rangoon, Colombo, and Singapore. 
These branch houses in India have very 
important interests in many different 
lines; perhaps their largest business is 
in Manchester goods, that is, in cotton 
textiles. This industry may occupy the 


whole attention of the Calcutta house, 
but the Bombay house may have other 
and diverse interests as importers—it 
may not only have a large business in 
textiles, but it may also handle iron 
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and steel products, rosin, bicarbonate of 
soda, umbrellas, stylographic pens jp 
one hundred gross lots for the natiy. 
trade, innumerable different commodi. 
ties suitable for that market. It imports 
its goods not only from England by 
also from all parts of the world, |; 
will buy wire nails from the United 
States, from England, or from Belgium, 
as price offers may make desirable, |; 
imports almonds from the islands of 
the Greek Archipelago; it buys men’s 
undershirts in Barcelona, because the 
cheapest things for the native Indian 
trade are found there. This Bombay 
house ships skins to the United States, 
jute to Dundee, and buys dates from 
the Persian Gulf and ships them to va- 
rious parts of the world. 

“The other Indian branches of this 
large English merchant house are sim- 
ilarly occupied and all of them are also 
interested in local industries. They fur. 
nish part of the capital and assume the 
direction of mills of various sorts, tea 
and rubber plantations, exploit teak for- 
ests in the Shan States, and so forth; 
furthermore, although known as an 
East Indian merchant, this same house 
has branches in Portugal and is largely 
interested in the wine business of that 
country, while in years gone by it even 
had important investments in copper 
mines in the United States. 

“The house just described is one of 
the many. It has large and important 
competitors in India who also rank in 
England as East Indian merchants. In 
Bombay and Calcutta you will find 
branches of 20 or 30 English merchant 
houses comparable in some degree to the 
house described. So also in China there 
are numbers of examples of rich and 
powerful branches of British merchants. 

“As a further illustration of the ac- 
tivities of merchants of this description, 


let us take another example, a house 
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which has three or four branches in 
Japan which import machinery for in- 
dustrial enterprises, rails, and railway 
equipment, piece goods, all kinds of 
commodities for which a market can be 
found. It exports Japanese products. 
Furthermore, it has had very important 
‘nterests in the camphor industry of 
Formosa, in promoting and developing 
Japanese coal mines, and it was largely 
responsible for the development of the 
petroleum fields of the Dutch East In- 
dies. There was a time when it took 
out to Sumatra 42 expert American well! 
drillers from Pennsylvania.” 

In addition to wholesale merchants 
ect:blished abroad there are companies 
having headquarters in England and 
France, among other European coun- 
tries, financed by capital in such 
countries, which maintain retail estab- 
lishments in foreign markets, not branch 
shops of individual manufacturers but 
what we call retail department stores, 
similar to wholesale merchants in the 
variety of merchandise purchased, and 
though operating at retail, not at all in 
the nature of outlets for any individual 
manufacturer. One British company of 
this type operates a long chain of such 
retail department stores in the Orient, 
some of them small, some of them large. 
At last accounts this company operated 
over 27 such stores in British India, two 
in the Straits Settlements, two in China, 
and one in Japan. Another British 
company has a series of shops in South 
Africa. Still another has two or more 
shops on the Continent of Europe, as 
well as shops at three or four points in 
South America. 

A company having headquarters in 
France has had retail department stores 
in Bulgaria, Greece, Turkey, Syria, 
Egypt, Tunis, and Persia. Another 
French company has virtually confined 
itself to what used to be Turkey, with 
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retail establishments in Constantinople, 
Salonika, Smyrna, and Beyrouth. Per- 
sonally, | have never discovered any 
more discrimination by these shops 
against American, or any other goods 
than those of the companies’ nationali- 
ties, than one finds today against French 
goods or Swiss goods among New York 
department stores. All of them stock, 
and find it necessary to stock, a variety 
of goods from many different countries 
—so does the existing ‘“American” de- 
partment store in London. 

The British wholesale merchants in 
foreign markets are of all sorts, as it is 
entirely natural to expect they must be. 
There are some of these merchants who 
devote themselves exclusively to import- 
ing into their markets; there are others 
who do a large business in exporting na- 
tive products from these markets. Both 
kinds of business must be done by Amer- 
ican merchants when we get them. The 
British merchants, too, are of varying 
characteristics and caliber. So will 
doubtless be our American merchants 
as they develop. Care and discrimina- 
tion must be exercised in selecting Brit- 
ish merchants no matter in what coun- 
try of the world they are found, just as 
the same caution must distinguish a 
choice of any American merchants we 
may ever have. 


V 


The German exporters who have es- 
tablished merchant branches in foreign 
countries have similarly been of all 
kinds and characteristics. Like the 
British they have been essentially mer- 
chants, although I think they have been 
much more given to speculation, and 
perhaps the home offices, usually in 
Hamburg, have forced the hands of 
their branches to a far greater extent 
than have home offices of British con- 





cerns abroad. Within a month or two 
I have heard of a Hamburg house with 
branches in South America, which, be- 
cause of the existing conditions in Ger- 
many, has been able to finance and 
virtually buy up the products of certain 
factories in Germany, which it loaded 
aboard ship and dispatched to its South 
American branches with peremptory in- 
structions to “sell the goods.” No 
doubt the goods themselves were se- 
lected with an expert knowledge of 
what would sell and what would not sell 
in the markets to which they were 
shipped, but this sort of procedure is 
hardly to be imagined in connection with 
the English headquarters of a British 
house overseas. As an almost invariable 
rule the British foreign houses them- 
selves originate and initiate the orders 
for the merchandise they wish. 
Another characteristic of German ex- 
porters in their close alliance with their 
overseas affiliations was to be found in 
a branch of their activities that is some- 
what similar to the operations of what 
the British call merchant bankers. We 
find in London some of these merchant 
bankers who do a merchandise shipping 
business—that is, operate as exporters, 
or export commission houses, from 
England to various connections abroad 
—and at the same time extend large 
lines of credit to favored customers in 
some foreign markets with which they 
are peculiarly well acquainted. For 
instance, business representatives control 
in South Africa the credits extended in 
that Union by a large London merchant 
banker. They keep close watch on the 
markets and on the ebb and flow of 
prosperity, commercial and _ financial, 
and on the individual standing of the 
favored merchants. One merchant will 
receive a line of £10,000 this year; an- 
other merchant a limit of £5,000; yet a 
third a limit of £1,000, and so on, but 





HARVARD BUSINESS 





REVIEW 


perhaps next year these various limits 
will be modified according to the indi. 
vidual conditions of each risk. Ty, 
South African merchants who receive 
these credits may place their orders fo, 
British, or indeed American, goods jn 
any fashion they please. The good; 
may be shipped by the merchant banker 
in London who will charge his usual 
commission for attending to such bysi. 
ness, or they may be placed directly 
with British or American manuf. 
turers, or any others, with instructions 
to apply for payment to the London 
merchant banker, who of course charges 
a proportionate commission for his 
services in financing, in addition to the 
agreed-upon rate of interest. The South 
African house is bound to keep the limit 
down to the agreed-upon amount by 
periodical remittances to London as 
may be necessary. 

The Germans did something of the 
same sort, but carried it very much far. 
ther, making it a source of greater profit 
and of obtaining greater influence. Let 
us take, for example, some of their 
operations in years before the war in 
certain Central American states. A 
powerful Hamburg merchant may, for 
example, have been largely interested in 
Guatemalan coffee. The Hamburg 
merchant maintains at least one highly 
intelligent and generally able repre- 
sentative in Guatemala, more often with 
several or numerous assistants, to guard 
carefully as well as promote the local 
interests of the Hamburg house. Guate- 
malan shippers of coffee were permitted 
to draw go-day drafts on Hamburg in 
advance of shipping coffee, indeed, in 
advance of gathering the crop. The 
loans advanced by the Hamburg mer- 
chant against such drafts were governed 
by limits set in the case of each shipper 
from Guatemala, and in addition to the 
interest a commission of 5% was 








charged for the privilege. Frequently 
enough it became necessary to renew 
these drafts. Another commission of 
5% was charged for each renewal, and 
‘nterest was compounded. In most cases 
the Hamburg merchant was safeguard- 
ed by mortgages on coffee properties in 
Guatemala, duly selected and supervised 
by the Hamburg agent in the country. 
The coffee shippers were more or less 
obligated to buy their bags from the 
Hamburg merchant, as well as numer- 
ous other supplies. Frequently, too, the 
Germans had to foreclose the mort- 
gages and take possession of these cof- 
fee plantations. Then, or sometimes in 
any case, nearby retail stores would be 
established, or financed, for the supply- 
ing of all of the manifold requirements 
of the plantation laborers, in somewhat 
similar fashion to the old mining com- 
pany stores which used to exist in Penn- 
sylvania, about which there was some- 
times a good deal of scandal. The 
Germans, it will be seen, got the Guate- 
malans “going and coming.” ‘They had 
their debtors fastened to them by hooks 
of gold, and they expanded their ex- 
port business from Germany as well, 
through their extended interests, ac- 
quaintance and influence, and their abil- 
ities to give credits in Guatemala 
against the shipments of coffee which 
they received. These Hamburg mer- 
chants did not send young men destined 
to become chiefs of staff in Guatemala 
in the expectation of keeping them there 
eternally, but young Germans, often 
sons or nephews of the house, were sent 
down to begin at the bottom of the lad- 
der. They were expected to progress in 
the course of five years or seven years 
to be chief in Guatemala, and then after 
a short period they were called back to 
Germany, there to take their place 
among the managers of the home busi- 
ness with the full and perfect knowledge 
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of Guatemalan life and conditions which 
they had acquired. 

A curious and outstanding feature of 
this German merchant banking business 
was the division of risk which was prac- 
ticed. A big Hamburg merchant doing 
the sort of business which I have briefly 
outlined did not assume all this risk on 
his own account. When a business was 
proposed to him by his Guatemalan rep- 
resentative to the effect that such and 
such a client would require such and such 
credits and merchandise, and so on, the 
Hamburg merchant would run around 
the corner to see a neighbor engaged in 
similar lines of business, or very likely 
would merely call him up on the tele- 
phone; very frankly he would tell all 
about the proposed business and in- 
quire: “Do you want to go thirds?” 
According to his disposition the neigh- 
bor would say “yes’’ or “no.” If each 
agreed to take a third of the proposed 
risk and profits, the two men would then 
proceed to a bank which would be per- 
suaded to take the remaining third of 
risk and profit. Thus one merchant’s 
eggs were not all in one basket. The 
frank interchange of business, as well 
as of information regarding clients and 
markets, the offsetting of a part of the 
risks on one’s own clients against a part 
of the risk on a neighbor’s clients, re- 
sulted in comparative safety and prac- 
tically as great annual profits. I would 
ask any American to compare this 
rather intricate, but decidedly shrewd, 
fashion of doing business with the es- 
sentially simple and direct methods 
common in our own foreign, indeed, in 
our own domestic trade. 


VI 
Just above, I have spoken of some 


young Germans being sent abroad by 
Hamburg merchant houses without any 
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expectation of retaining them perma- 
nently in foreign fields. This, it should 
be noted, applied to members of, or 
connections with, heads of the estab- 
lishments in Hamburg, who were 
destined to take leading positions ulti- 
mately in the home house. Many thou- 
sands of young Germans voluntarily 
expatriate themselves to settle perma- 
nently in foreign countries, there to 
make their livings, and if possible, build 
up positions for themselves. 

The British, when they export their 
young men to take their places in the 
business life of other countries, as a rule 
do so with method. The young men 
are sent out for a specific period of 
time, three years or seven years, or 
some other definite period, at the con- 
clusion of which they will receive leave 
of absence to go “home’”’ for six months, 
or for a year on full pay. Probably 
very few young Englishmen leave the 
home country to settle abroad with any 
expectation of remaining abroad per- 
manently. Most of them plan to stay 
as long as may be necessary to save up 
a competence, then to return home and 
either engage in business at home, or 
pass their later years in ease and re- 
tirement. 

Usually, nowadays, an American 
thinks he will go abroad and “try 
it out” for a year to see how he 
likes it, or to see what success he has 
in that length of time. With only a 
few notable exceptions, there is little 
seriousness and less deliberate intention 
and planning. We hear now and then 
of the intention of some American com- 
panies to replace the foreign personnel 
in their branch houses abroad by young 
Americans. We do not always hear the 
results of such procedure, theoretically 
desirable as it seems in prospect. So far 
as I know, as many Americans have re- 
versed this process as have inaugurated 
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it. The general manager of g large 
American company told me some time 
ago that out of 17 young men, whom 
his company had sent to Mexico from 
time to time, all of them as carefully 
selected as possible from graduates of 
colleges and technical institutions, | 
had had to be recalled because of bad 
habits formed in Mexico. Not a few 
American export commission houses 
have abandoned the policy of putting 
Americans in charge of foreign branch 
offices. The answer is, lack of serious 
intent and possibly moral stamina on the 
part of young Americans sent abroad— 
a disposition, perhaps, to look on for. 
eign residence as a kind of lark, or ya. 
cation. 

If we are to expect American mer. 
chant establishments abroad to be per. 
manent, they must be profitable, and we 
must not object to their making profits 
in the easiest and most advantageous 
ways that they can discover. We can 
not and we must not rely on any fan- 
cied “loyalty” to the United States, or 
its products, excepting as conditions may 
dictate the business advantages of such 
loyalty. I doubt if any successful busi- 
ness men place great reliance on “loy- 
alty” in their business relations right 
here at home in the United States. 

Not only must American merchants, 
as we want them in foreign markets, 
take an active part in the local life of 
the market in which they locate them- 
selves, in its industrial and its financial 
life no less than its commercial life, but 
we shall have to get rid of the idea 
that we can go into a foreign market 
just to sell some American goods there, 
or to take money out of that market to 
ship it back home. We must be content 
to invest our money abroad. The asso- 
ciates of our foreign merchants must be 
content to have their money stay abroad 
and glad to see the foreign establish- 
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ment prosper, because divider 's will 
come back regularly, and the greater the 
prosperity of the foreign house, the 
greater those dividends. We cannot 
have a single eye to the promotion of 
American exports, but we must recog- 
nize that there are profits to be made, 
individually and nationally, in our im- 
port trade. 

The home, or, we will say, New York, 
ofices of American merchants’ estab- 
lishments in foreign lands must in a way 
be content to be the tail that wags 
the dog; must, first of all, be anxious 
for the local success of the foreign 
branches; must sometimes forego in- 
creased income on their own accounts, 
in order to give freedom of action to 
the merchants abroad. Many years ago 
I had been negotiating a steamship 
cargo of merchandise for a far eastern 


branch of a great London house. The , 


negotiations had been carried on direct- 
ly between New York and the far 
eastern establishment. Just as they 
were concluded I had to go to Europe 
on other business, and when in London 
I called at the headquarters of this far 
eastern house and told them about the 
business which had just been concluded. 
I said: “I don’t know whether you 
would prefer that we do the financing 
through you or do it directly with your 
branch in the Far East?” “Oh,” was 
the reply, “it doesn’t matter at all to us! 
Of course we'd like to have it pass 
through us, and it wouldn’t cost the peo- 
ple out there very much, we would only 
charge them a quarter of one per cent. 
But since they have taken up the busi- 
ness directly with you, we had just as 
soon that you would finish it directly 
with them.” In other words, the Lon- 
don headquarters was entirely content 
that the branch house in the Far East 
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should work out its own salvation along 
just exactly those lines which it pre- 
ferred to follow, and it willingly re- 
signed its own possible profits, which 
would have amounted to about $500 
or $1,000, for the sake of allowing the 
oriental branch the satisfaction of mak- 
ing a so much better showing in its 
annual return, 


Vil 


Given the fact that the establishment 
of American merchants in foreign mar- 
kets is a highly desirable development, 
we must reflect that such enterprises are 
not lightly or inadvisedly to be entered 
upon by anyone, but the project must be 
a serious one, involving beginnings in a 
small way with deliberate consideration, 
and a bulldog determination to face the 
future, manage shrewdly and hang on 
through a long period of years. We 
must have no more of those curious, 
ignorant, infantile, and disgraceful 
mushroom foreign enterprises of Amer- 
icans which the war and the post-war 
periods saw, over which we still blush. 
It would be far better for our trade and 
our fame today, had nothing of this 
sort ever happened. The _ essential 
foundation for the very first considera- 
tion of any American merchant project 
abroad is a serious regard for and un- 
derstanding of the permanency of such 
business. Unfortunately the opportu- 
nist spirit still seems almost universal 
among all classes of our exporters. It 
seems to me wise to face conditions as 
they are and endeavor to build up from 
the bottom, so far as we are able, the 
education of the American business 
mind to the point where foreign trade, 
both import and export, will be regarded 
as something more than a plaything. 
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r | MHE conclusion of a recent polit- 
ical agreement between Czecho 
Slovakia, Jugo Slavia, and Hun- 

gary, whereby the League of Nations 
is enabled to map out a scheme of eco- 
nomic and financial reform similar to 
the scheme adopted in Austria some 
time ago, naturally centers attention 
upon the Austrian scheme as well as the 
great strides forward Austria has made 
in a little more than one year. More- 
over, the Austrian experiment is 
worthy of consideration because of its 
significance to American business. 

In August and early in September of 
1922, political, industrial, and financial 
conditions in Austria had reached such 
a critical state that it was frequently said 
that the end of Austria was at hand. 
The treaty of peace had defined the ter- 
ritorial boundaries of Austria, but had 
done nothing to heal the wounds of the 
war. Moreover, new Austria suffered 
greatly because of the intensification of 
national feeling in the new countries 
formed out of the old Austro-Hun- 
garian Empire. This feeling was pro- 
nounced in Czecho Slovakia, Jugo 
Slavia, and Hungary. The situation in 
Austria was tense. It was rumored that 
Italy would take an additional part of 
the territory belonging to Austria. There 
was a powerful movement aimed to 
unite Austria with Germany or, if not 
with Germany, with Bavaria—the hot- 


1 The writer is indebted to Honorable Albert H. 
Washburn, United States Minister to Austria, 
Monsieur Pierre Quesnay, attached to the staff of 
Dr. Zimmerman, and Mr. J. H. Van Sickle for 





THE REJUVENATION OF AUSTRIA; ITs 
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bed of nationalism. Czecho Slovakia 
so the report went about, would like , 
part of Austria annexed to it. No per- 
son knew what would happen next. |; 
was a period i in the history of Austria 
similar in many respects to that which 
Fiske has designated the critical period 
of American history. 

Industrial conditions were just as bad 
as political conditions. The number of 
state employees was then about 253. 
ooo. This figure can be better under. 
stood when we remember that 650,000 
people, or approximately one-tenth of 
the total population of Austria, were 
directly dependent upon the state for 
their bread and butter. Food subsidies 
were granted by the state. The Gov- 
ernment sold its paper money for for- 
eign currencies and with these foreign 
currencies bought wheat and food prod- 
ucts so as to keep the people from 
starving. Moreover, the Government 
some time previous had embarked upon 
a socialistic scheme more radical than 
that of any other country save Russia. 
The scheme had failed to bring results. 

This peculiar condition was accen- 
tuated by the dependence of Austrian 
industries upon raw material which had 
to be imported. Coal and tobacco must 
be brought in for the two state monop- 
olies. Oil must also be imported. And 
the greatest difficulty which then con- 
fronted Austria, and still exists, is that 








many of the facts contained in this article. He has 
. . 1: 
also made use of a number of publications dealing 


with Austria, especially the Statistische Nach- 


richten. 
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of importing her food supplies ; three- 
fourths must be brought in from the 
neighboring countries. Austria found 
t dificult to import these raw materials 
and food products because of reasons to 
be given later and, at the same time, 
found it almost impossible to export be- 
cause of the prohibitive tariffs imposed 
upon her manufactured products by the 
new states. 

This bad industrial condition caused 
a great deal of unemployment with all 
its attending results—food subsidies, 
unemployment insurance, heavy govern- 
mental expenditures, and the like. Un- 
employment, which in 1921 had a 
monthly average of 20,000, had in- 
creased to 82,000 by March of 1922 
and to 100,000 in April of the same 
year. This large increase was due in 
part to the temporary dislocation 
caused by the abolition of the bread sub- 
sidies, which made it difficult, in many 
cases impossible, for the Austrian ex- 
porter or manufacturer to compete with 
those exporters, particularly Germans, 
who had the benefit of the bread sub- 
sidy. Indeed, conditions were so bad 
that it was only the relief advances of 
thirty million sterling by the Allied and 
United States Governments, together 
with private relief to the amount of ten 
million sterling more, that kept the pop- 
ulation from starving. At one time, for 
example, the American Relief Adminis- 
tration was feeding 200,000 children 
daily. 

Financial conditions were about as 
bad as, or perhaps a bit worse than, 
political and industrial conditions. The 
crown had followed a downward course, 
its depreciation being accentuated by the 
policy of the Government in selling its 
paper money for foreign currencies and, 
in turn, buying wheat with these cur- 
rencies, by the failure of the state to 
balance its budget through the imposi- 
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tion of higher taxes, and by the political 
conditions which exercise a tremendous 
influence upon the rate of exchange. 
The following table gives some idea of 
the great depreciation in the value of 
the Austrian crown as compared with 
its pre-war parity in Swiss francs. 

Pre-war parity: 100 Swiss francs 
equal approximately 95.42 crowns. 

100 Swiss francs were equal on 

July 1, 1919, to 567 crowns 
July 1, 1920, to 2,702 crowns 
July 1, 1921, to 12,200 crowns 
July 1, 1922, to 360,000 crowns 

Naturally enough, because of Aus- 
tria’s dependence upon supplies of raw 
materials and the necessity of finding a 
market for her manufactured products, 
this downward course of the crown re- 
acted upon the industrial conditions. 
The fluctuations in the value of the 
crown merely intensified the difficulty 
facing Austria—that of feeding, hous- 
ing, warming, and clothing 6,600,000 
souls. 

The results of these disturbed condi- 
tions were to be seen most conclusively 
in Austria’s credit. After all no better 
thermometer of a country’s condition is 
to be found than its international credit. 
It is safe to say that in August or Sep- 
tember of 1922, Austria could not have 
negotiated a loan through investment 
bankers had the bonds paid as much as 
10% per annum and been offered to 
the investing public at 80. Indeed, it 
is doubtful if any reputable investment 
banker would have floated such a loan. 

Pass now from this part of 1922 to 
June of 1923. In that month an inter- 
national loan amounting to 650,000,- 
ooo gold crowns, yielding interest at 
about 8% a year and guaranteed by the 
Austrian customs revenue and the earn- 
ings from her tobacco monopoly, as well 
as by certain countries, was floated in 
London, New York, Amsterdam, and 
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other financial centers. This is a com- 
plete reversal of the 1922 conditions. 
How shall we account for the change? 


I 


Before accounting for these changed 
conditions, it may be well to pass in re- 
view some of the vital facts regarding 
Austria’s population, territory, and in- 
dustries, for it is upon these that Aus- 
tria must rely to meet the changed 
conditions, more especially the problem 
of selling enough goods to pay for her 
food supplies. 

The Austrian Republic has in round 
figures 6,600,000 people and an area of 
33,600 square miles. These figures in- 
clude the population and area of West 
Hungary, which passed into the posses- 
sion of Austria on January I, 1922. 
The Republic of Austria is about one- 
fourth that of the former Austria and 
about one-eighth of the former eco- 
nomic territory of the old Austro-Hun- 
garian Empire. Looked at from an- 
other angle Austria is smaller than New 
York and has fewer people than are to 
be found in either New York or Penn- 
sylvania. 

According to nationality 95% of the 
people of Austria are Germans, mak- 
ing it a more homogeneous country than 
any of the Succession States. Exclud- 
ing West Hungary, for which no late 
statistics seem available, 40% of the 
workers are engaged in agriculture and 
forestry, 35% in industry and handi- 
craft, 17% in trade and commerce, and 
8% in public service and professions. 
Almost 70% of those engaged in indus- 
try and handicraft live in Vienna and 
the immediate vicinity. 

Mention was made of the area of 
Austria. Unfortunately for Austria, 


this land is for the most part of such a 
nature that it cannot be made pro- 
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ductive of grains. It will be impossible 
for Austria to bring its grain production 
up to the level of either Germany o, 
Czecho Slovakia. Agriculture can be 
successfully conducted only in the ap. 
proaches to the Alps, the lower Alpine 
slopes, and the plains of Lower and 
Upper Austria. Moreover, the peas. 
ants are very conservative so that it 
will take more than a generation to 
induce them to improve their methods, 
Hence, Austria will always be better 
able to supply herself with animal prod. 
ucts than with agricultural products. 
When we consider industry as distinc 
from agriculture, the situation and out. 
look are a bit brighter. The iron indus. 
try is one of the most important and 
has the advantage of having within the 
boundaries of the new Austria a large 
supply of iron ore. Unfortunately, 
however, coal or coke must be imported 
and the market for the iron and steel 
products is limited somewhat by the ac. 
tion of the Succession States in placing 
a tariff upon these products. Recently, 
there is apparent a desire to reduce 
these tariffs. The textile industry suf- 
fers because of the importation of woo! 
and cotton from abroad no less than 
from the tariffs imposed upon the prod- 
ucts. This is especially harmful to the 
textile industry, for if the spindles are 
to be kept busy, from 50% to 85% of 
the products must be sold abroad. For- 
tunately, the wood industry obtains the 
raw materials within Austria and this 
industry is at the present time in a rela- 
tively good position. The electrical in- 
dustry and the leather industry are at 
present enjoying a real measure of pros- 
perity, but this cannot be said of either 
the rubber industry or the chemical 
industry, which have gone through a 
transformation since the Great War. 
Finally, it may well be repeated, the 
chief difficulty in Austrian industry 's 
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the dependence upon raw materials and 
the imposition of high tariffs upon Aus- 
trian manufactured products—a serious 
problem for Austria, for she must pay 
for her food products in the main with 
her manufactured products. 

A discussion of Austria’s agriculture 
and manufactures would not be com- 
plete without mentioning the strategic 
position of the country and the impor- 
tance of Vienna. Austria is so situated 
as to make possible the basis for a great 
transit trade. Some of the important 
railroads from Germany to the Medi- 
terranean go through Switzerland and 
some through the Tyrol and eastern 
Alps to the Adriatic, while the lines 
from Western Europe to Southeastern 
Europe and Asia Minor lead naturally 
through Austria, intersecting at Vienna. 
This ensures to Austria lasting impor- 
tance. And Vienna, because of this 
intersection, because of its banks with 
their clearings for all of this part of 
Europe, and because many of the large 
businesses situated in the Succession 
States are controlled to a great extent 
by Viennese capital, still remains and 
will continue to remain the great inter- 
mediate market for East Central 
Furope. 


IT 


Return now to the conditions of 1921 
and 1922. The League of Nations 
was first asked to study the Austrian sit- 
uation in March of 1921. However, 
innumerable delays ensued, so that it 
was not until August 31, 1922, that the 
Austrian problem was taken up. At 
that meeting the League instructed the 
Financial Committee to examine the 
nancial aspects of the problem but re- 
served any possible decision. It then 
adjourned until September 6 to give the 
committee time to report and also to 
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allow Seipel to join the Austrian dele- 
gation at Geneva to present Austria’s 
claims in person. An Austrian Commit- 
tee of five members headed by Lord 
Balfour was appointed at the first meet- 
ing. This committee had the assistance 
of the Financial Committee, the Eco- 
nomic Committee, and the Legal Com- 
mittee. The Financial Committee made 
a short but thorough study of the Aus- 
trian situation and submitted its report 
on September 15; and on October 4, 
1922, the Governments of Great Brit- 
ain, France, Italy, Czecho Slovakia, and 
Austria signed three protocols which 
laid the foundation for Austria’s re- 
habilitation. An examination of their 
contents reveals their importance. 

Protocol Number One stated on the 
one hand that Great Britain, France, 
Italy, and Czecho Slovakia would “‘re- 
spect the political independence, the ter- 
ritorial integrity, and the sovereignty of 
Austria” and, on the other hand, Aus- 
tria agreed not to alienate her inde- 
pendence and to abstain from any nego- 
tiations or from any economic or 
financial engagement calculated to com- 
promise her independence. This pro- 
tocol was essentially political in its 
nature and aimed particularly at pre- 
venting the neighboring countries from 
annexing Austria. 

Protocol Number Two had to deal 
with the loan which was to be for an 
amount not in excess of 650,000,000 
gold crowns to be used to cover the 
deficit for the next two years. This loan 
was to be spent in accordance with the 
authority of the Commissioner General, 
who was to be appointed by the Council 
of the League of Nations. A Commit- 
tee of Control to have general charge 
over the disposition of the funds was 
appointed by the British, French, Ital- 
ian, and Czecho-Slovak Governments. 
This loan, as it afterwards worked out, 




















was guaranteed by the following coun- 
tries in the proportion given below. 


Percentage of loan 


Country guaranteed 
Great Britain ........... 24.5 
RA ae 24.5 
Czecho Slovakia ......... 24.5 
EERE Se eee? 20.5 
SES -hecisned neuen 2.0 
DO vac wedecawmakaken 2.0 
ey Pen 20 1.0 
SD 0 kctentceenseree 1.0 
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Austria, according to the provisions 
of Protocol Number Three, engages to 
bring about certain reforms with the as- 
sistance of the Commissioner General, 
who is to remain in Vienna for two 
years while these reforms are being put 


into effect. The control of the customs 
receipts and the tobacco monopoly is 
turned over to him and the proceeds are 
used to pay the interest and principal of 
this loan. It was estimated by the 
Financial Committee that the return 
from these two sources would amount to 
80,000,000 gold crowns. Moreover, 
and this is the important part of this 
protocol, Austria agrees within one 
month to initiate the reforms necessary 
to balance the budget within two years. 
These reforms, more about them later, 
are the suggestions of the Financial 
Committee. 

Such, in general, were the conditions 
agreed to, whereby it was hoped Aus- 
tria would be able to balance her budget 
within two years. The protocols hav- 
ing been signed, it was then necessary 
for the Austrian Government to ratify 
them. This was not such an easy mat- 
ter, for the Social Democrats conducted 
a vigorous campaign against the pro- 
posal, arguing that if the Government 
were to tax the very wealthy or to con- 
fiscate their wealth, such a step as turn- 
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ing the financial control of the country 
over to a foreigner would not be neces. 
sary. They also stated that the pro- 
posal would make Austria a subject 
state. Fortunately, Seipel was able to 
carry the scheme through. Moreover, 
an extraordinary cabinet council was se 
up. This extraordinary cabinet council 
meets for the discussion of questions of 
reform and then sees that its proposals 
are carried through the Houses of Par. 
liament. 


III 


By December 15, 1922, the following 
progress had been made: first, an in. 
ternal loan had been floated; second, the 
protocols had been ratified; third, leg- 
islation comprising a program of recon- 
struction and a scheme for reduced 
expenditures and new revenues had been 
passed; fourth, a new loan setting up a 
Bank of Issue had been enacted; fifth, 
the printing of paper money for the 
Government had been stopped; sixth, 
the crown had appreciated from 75,000 
to the dollar on August 15 to 70,500 to 
the dollar on December 15; seventh, 
certain administrative reforms including 
the increase in railway rates and the re- 
duction of Government officials had 
been started; and, eighth, the appoint- 
ment of Dr. Zimmerman as Commis- 
sioner General had been ratified. He 
arrived in Vienna on December 15 and 
assumed control the following day. 
Certainly little or no time was lost. 

Dr. Zimmerman, who had formerly 
been burgomaster of Rotterdam, had a 
difficult position, one requiring tact, pa- 
tience, and a spirit of compromise. He 
was obliged to satisfy the Austrian 
Committee of Control and the Austrian 
Government. He had complete charge 
of the loan, subject of course to the pro- 
visions of the protocols. Some of the 
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correspondence that passed between him 
and the heads of the departments of 
the Austrian Government shows quite 
conclusively that he faced trying situa- 
tions, but he always managed them with 
tact and firmness. 

One of the first reforms to be accom- 
plished under the new scheme was a 
reduction in the number of ministries. 
The number of departments which had 
grown up was so great that many of 
them were in the way of each other. 
By uniting those ministries whose work 
was similar, the number was reduced 
from fourteen to eight. 

Looking now at the financial reforms 
as distinct from the political, it may be 
well to group them under four heads, 
some of which overlap. They are first, 
the decrease in expenditures; second, the 
increase in revenues; third, the estab- 
lishment of the new bank; and, fourth, 
the stabilization of the crown. 

A great decrease in expenditures will 
come from the dismissal of a large num- 
ber of Government employees. By 
June of 1923, 45,000 employees had 
been dismissed and the program calls 
for the dismissal of 100,000 by the end 
of the. two-year period. This will be a 
drastic reduction, for there were ap- 
proximately 253,000 state employees 
at the time the plan was put into opera- 
tion. The dismissal of these employees 
meant temporary unemployment for 
many of them and the paying of unem- 
ployment doles. This, however, did 
not increase the Government expendi- 
tures, for the share paid by the Govern- 
ment was decreased. 

A second method of reducing state 
expenditures was by the reduction of 
the unemployment payments made by 
the central Government. The amount 
paid by the central Government was de- 
creased so that, even with the increase 
in the number of unemployed due to the 
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dismissal of numerous state officials and 
employees, the total amount paid by the 
state was decreased. Moreover, with 
the revival of trade and industry—part 
of this revival was due to the increased 
demand for iron and steel products be- 
cause of the Ruhr situation-—the num- 
ber of unemployed decreased, which in 
turn still further lessened the amount 
paid by the central Government. Dur- 
ing February of 1923 approximately 
167,000 were in receipt of such assis- 
tance in the leading centers of Austria, 
but this number had decreased to 84,000 
by August of that year. This decrease 
of about 50% shows that the conditions 
are improving. 

Considerable saving has been effected 
through the reorganization of the state 
enterprises. Some of these have been 
turned over to private management. 
The Siidbahn railway has been interna- 
tionalized under a British manager. 
There has been a discussion of turning 
all the railways over to private manage- 
ment, but thus far this has not seemed 
feasible. However, certain technical 
reforms have been introduced in the 
state railway enterprises which will ef- 
fect a saving of 33 milliard paper 
crowns. The Telegraph and Telephone 
Administrations have been united with 
the Postal Administration. Numerous 
official publications have been discon- 
tinued. Superfluous army  establish- 
ments have been abolished. The ad- 
ministration of the state theaters has 
been reformed. 

In addition to these three methods of 
reducing expenditures there has been 
effected a miscellaneous group of econo- 
mies which, when taken in the aggre- 
gate, amount to considerable. 

Considering now receipts as opposed 
to expenditures, we find a very substan- 

tial increase because of higher taxes or 
higher charges for the services rendered 


















aahipeicinainneasanamnndt ane 





















An 








2 OR IRIE er 









Se EN 


























by or the products sold by the state 
monopolies. The old taxes were in- 
creased. New taxes were added. A 
tax on commercial transactions was put 
into operation on April 1, 1923, and it 
is estimated that the receipts from this 
source will be about 670 milliard crowns 
per year. The tax on wine and alco- 
holic beverages was increased, anc the 
stamp tax was also raised. 

The result of these increased taxes .is 
to be seen in the following table. The 
figures are for paper crowns, but it must 
be remembered that the crown has been 
stable. Consequently, this is a real in- 
crease in value as measured in terms of 

























gold. 
Milliard 
Month Paper Crowns 

September, 1922 .... 73 

ES nok ocd bam’ 129 

November ......... 152 

December .......... 196 

January, 1923 ...... 224 

BE eEre> 305 

0 ee 530 (heavy payments) 
ME, xc tantaawiane 662 (heavy payments) 
MY dosecinds aaauee 502 

DD -sccobecas anu 500 






Another method of increasing reve- 
nue was by raising the railroad rates. 
The state was losing money through its 
railroad operations. The total subven- 
tions on the part of the state to the 
various railroads, as given in the second 
draft of the budget for 1923, amounted 
to 2,549 milliard crowns. This is more 
than the estimated deficit of the year. 
Accordingly, the situation must be im- 
proved if the budget is to be balanced 
by the end of the two-year period. In 
order to improve this condition, rates 
have been raised and a number of petty 
reforms, such as an increase in the rates 
paid by Government employees, have 
been instituted; the Minister of Com- 
munications has been given complete 
control of rates with power to raise 
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them whenever he sees fit. With the 
revival of trade and industry the re. 
ceipts from this source have increased 


IV 


The results of these decreased ex. 
penditures and increased receipts are 
brought out plainly by a comparison of 
the deficits for different months. 


Deficit—M illiard 


Month Paper Crowns 
ae 580 
ny, 2088 ....00nee 400 
FUNG, POGB 6 sonse ick 300 


This is a gratifying decrease in the 
deficit and there is every reason to think 
that by the end of the two-year period 
the budget will be balanced in accor. 
dance with the report of the Financial 
Committee. 

According to Protocol Number One a 
new bank of issue was to be organized. 
This bank, known as the National Bank 
of Austria, began operations on Jan- 
uary 2, 1923, and took over the busi- 
ness formerly conducted by the Austrian 
Branch of the Bank of Austro-Hun- 
gary. The capital stock of the new 
bank is 30 million gold crowns, about 
22 million being subscribed by private 
investors and the balance by the Gov- 
ernment. This stock is entitled to a 
dividend at the rate of 8% per annum 
and certain fiscal provisions were grant- 
ed to the stockholders. Moreover, the 
bank is completely divorced from the 
Government, although the Government 
does own stock in it. The bank has the 
sole right to issue paper money backed 
up by a reserve, and this paper money 
is to be legal tender. 

At the time of its formation, the Na- 
tional Bank of Austria took over the 
business of the Devisen Centrale—a 
sort of clearing-house for foreign cur- 
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-encies and securities. The reserves of 
the Devisen Centrale became the prop- 
erty of the new bank. The total note 
circulation of the new bank at the time 
of its first statement, which was January 
7, 1923; amounted to 4,05 3,000,000,- 
000 paper crowns. Against this sum 
the bank had gold, foreign currencies, 
and securities valued at 1,200,000,- 
000,000 paper crowns, or a reserve of 
approximately 30%. By July 15, 1923, 
the total note circulation had increased 
to $,379,000,000,000 paper crowns, 
while the value of the gold and foreign 
valuta in the reserve totaled 2,935,- 
000,000,000 crowns. This is a reserve 
of approximately 55%, while the law 
requires a reserve of from 20% to 33%. 
Thus, the notes now outstanding are 
better protected than they were at the 
beginning of the year. 

All these reforms would have meant 
little or nothing had the crown con- 
tinued to depreciate. Fortunately for 
Austria, the crown was stabilized at 
about 70,000 to the dollar. Various 
means contributed to this end. 

First, the printing of irredeemable 
paper money by the bank of issue was 
stopped. This paper money can be 
printed only when it has a reserve be- 
hind it. 

Second, with the return of confidence 
due to the action of the League of Na- 
tions, the people of Austria no longer 
shunned the crown. It was not merely 
that the flight from the crown was 
stopped, but that the return of the 
crown was started. This return of the 
crown was due to the opportunities for 
profit in Austrian business, especially on 
the Bourse. It was also due in no small 
measure to the way in which the new 
bank acted. 

With the return of confidence in the 
future of Austria there was an increased 
demand for Austrian money and ex- 
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change. People began to sell the for- 
eign currencies which they had accumu- 
lated and began to buy crowns. Foreign 
capital attracted by the possibilities of 
profit began to come in. The peculiar 
condition of the stock market was 
largely instrumental in attracting this 
foreign capital. By September of 1922, 
the crown was worth one-fifteen-thou- 
sandth of its pre-war parity. The busi- 
ness corporations operating in Austria 
had increased their stock issues by about 
nine times over the 1914 amounts. This 
meant that on the basis of the deprecia- 
tion in the gold value of the crown the 
index number for stocks traded in on 
the Bourse ought to have been approxi- 
mately 1,500, using 1 for the first six 
months of 1914 as a base. As a matter 
of fact, the index number for these 
shares for September was only 502. 
Hence, there were possibilities for 
profit making in their purchase. Con- 
sequently, speculation in these shares 
took place, with the result that the in- 
dex number for them increased as fol- 
lows: 


Index 
Month Number 

ner 751 
a Ra hehks Jekh adhe s £esns wh 882 
ME chee tsersebidvomedencseens 1,176 
Se renee ryt 1,284 
Ms) otal cad dope enaewennneet 1,479 
BE, bin SA dhs beable cere tneteeee 2,214 


The figure for June would just about 


place the index number in line with the | 


depreciation of the crown. As a matter 
of fact, speculation has increased at 
such an enormous rate that gains of 
20% in one day have not been uncom- 
mon, and in July the Bourse was open 
only three days a week and all orders 
had to be placed one day in advance to 
secure their execution. 

Much of this speculation was with 
foreign capital—Swiss and French 
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francs, British pounds, and American 
dollars. ‘The banks, in order to supply 
Austrian money, turned the foreign cur- 
rency over to the national bank, and this 
bank in turn issued paper money to the 
other banks on the basis of this foreign 
money as a reserve. This had two de- 
sirable results: first, it eased up the sit- 
uation caused by the scarcity of Aus- 
trian crowns; and, second, it made it 
possible for the banks to buy this excess 
of foreign currencies, thereby prevent- 
ing them from depreciating in value. In 
this manner, the reserve back of the 
bank notes was increased and the crown 
was stabilized at about 70,000 to the 
dollar. 


V 


The question might well be asked 
as to whether these reforms have been 
able, or will be able, to modify the fun- 
damental economic weakness of new 
Austria—that of producing and selling 
enough goods to pay for her imported 
food products. The answer to this 
question is dependent in no small mea- 
sure upon events which Austria cannot 
control. If the new countries of Eu- 
rope continue to lay prohibitive tariffs 
upon Austrian products, Austria will 
find it very difficult to export enough to 
pay for her food products; but if these 
tariffs are lowered, Austria will be able 
to have enough visible and invisible ex- 
ports to pay for her food imports. Re- 
cently some agreements have been 
worked out whereby these tariffs are be- 
ing reduced. This is a favorable sign 
and is the sensible course for these coun- 
tries to follow for it will not only profit 
Austria but the other countries as well. 
Moreover, Austria’s invisible exports 
will continue to increase despite these 
tariffs; and this will make the food 
problem less difficult for her. 
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The result of the reforms already ac. 
complished is to be seen in certain 
economic facts, as well as in the attitude 
of the people. 

First, there is every reason to think 
that the budget will be balanced by the 
end of two years. 

Second, there has been a return to 
normal conditions. While the word 
“normal” is used in many senses, and 
therefore capable of many interpreta. 
tions, most students would say that 
there are economic forces which when 
given free play produce a certain 
equilibrium. The great number of reg. 
ulations, laws, and the like which were 
enacted during the Great War produced 
an abnormal situation. Now these reg. 
ulations are being eliminated, so that 
the economic situation in Austria is ap. 
proaching more and more that condi- 
tion due to the working of such forces, 
Prices are the result of these forces 
and, consequently, we find that all 
prices in Austria are being brought more 
closely to normal. 

Third, there has been a great increase 
in the deposits of the savings banks. 
Figures for all such banks are not avail- 
able, but figures for nine large banks 
in Vienna, nine savings banks in 
Vienna, and nine savings banks outside 
Vienna are available. These represent 
the general trend. The increase in their 
savings deposits is as follows: 
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This is a real increase in gold value 
hecause of the stabilization of the mark 
and it indicates that the Austrian people 
have faith in the future. 

Another result has been a changed 
attitude on the part of the people of 
Austria. In August and September of 
1922, the general attitude was almost 
that of despair. There was a general 
feeling of depression and almost utter 
hopelessness. Initiative was almost 
killed. Conditions- now are vastly dif- 
ferent. The people are “looking up.” 
There is a realization that Austria can 
and will come back. The general feel- 
ing now is one of determination coupled 
with a willingness to make sacrifices. 

Finally, what is the significance of 
this rejuvenation of Austria to Amer- 
ican business men? This question im- 
plies that it has some significance—a 
point upon which there need be no argu- 
ment. This rehabilitation of Austria 
has an immediate and an ultimate sig- 
nificance for the business men in Amer- 
ica. The immediate significance will be 
considered first. 

The immediate significance is not 
very great. Without doubt, Austria’s 
buying power will be increased, but 
Austria is not and never has been a 
good direct customer of the United 
States. For the fiscal year ending June 
30, 1922, imports totaled approximately 
$2,600,000, while for the fiscal year fol- 
lowing, the approximate figure was 
$3,500,000—an increase, it is true, but 
even the larger figure is small as com- 
pared with the imports to the United 
States from Canada or France. The 
exports from the United States to Aus- 
tria for the fiscal year ending June 30, 
1922, reached approximately $1,300,- 
000, and for the following year, $1,800,- 
ooo—certainly not a very large amount. 
The statistics for the pre-war years 
show the same general trend. 
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But there: is an indirect immediate 
significance connected with the Austrian 
revival. If, for example, Austria as a 
result of her revival can produce more 
goods, she will be able to buy more 
from Czecho Slovakia, and Czecho Slo- 
vakia in turn will be able to buy more 
from the United States. 

It is interesting to note that textiles 
and foodstuffs constitute two of our 
chief exports to Czecho Slovakia and 
that cotton from the United States goes 
indirectly to Czecho Slovakia. So that, 
if Austria buys more from Czecho Slo- 
vakia, Czecho Slovakia, in turn, will be 
able to buy more cotton and foodstuffs 
and textiles from the United States. 
This is of indirect immediate signifi- 
cance, it is true, but it is the way trade 
takes place between countries. 

However, the ultimate significance of 
Austria’s rejuvenation is most impor- 
tant to American business men. The 
Austrian experiment has shown quite 
conclusively that the countries of 
Europe which have felt the ravages of 
war have had a large part of their ter- 
ritory taken from them, have experi- 
enced all the dire consequences of large 
issues of irredeemable paper money, and 
have had to go through an industrial re- 
adjustment to conduct the war. They 
must now go through another readjust- 
ment for peace before they can come 
back and take their places in the busi- 

ness world. Those who despair of 
Europe’s recovery can well take heart 
as a result of what has been accom- 
plished in Austria in a very short time. 
Already, the same general method 
used for the rejuvenation of Austria is 
being worked out to revive Hungary. 
And if we can believe some of the more 
reliable press dispatches, Germany 
would also welcome the adoption of 
such a plan. There are some great dif- 
ficulties in the way of reviving Ger- 
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many, inasmuch as some of the coun- 
tries which are creditors of Germany 
must be willing to make temporary sac- 
rifices, but it seems not unlikely that the 
same spirit of compromise, of give and 
take, which was prevalent in dealing 
with the Austrian situation will be pres- 
et when the German problem is solved. 
Moreover, there are certain favorable 
factors present in the German situation 
which were not present in Austria. For 
example, Germany has not lost such a 
large percentage of her people and the 
food problem there is not so acute. In 
other words, the Austrian experiment 
has shown a way for the rehabilitation 
of the countries of Europe. This re- 
habilitation, in turn, will tend to in- 
crease the buying power of those coun- 
tries, for it will restore confidence, one 
essential for greater productiveness. 
More specifically, what is the signifi- 
cance of a restored Europe to the 
American business man? The past year 
has shown that we can have a fair mea- 
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sure of prosperity even without a re. 
stored Europe. Certainly, the results 
for 1923 have on the whole been above 
our expectations. But as long as Europe 
is in the doldrums, our business situa. 
tion is uncertain and our prosperity js 
spotted in character. For example, the 
textile trade, copper mining, and wheat 
growing are some of the businesses 
which during 1923 did not share in the 
prosperity experienced by other lines, 
A restored Europe will bring about an 
equilibrium without which there cannot 
be general business pro’ Derity either in 
America or elsewhere. 

To sum up, the rejuvenation of Aus. 
tria by showing a way for reviving the 
other countries of Europe, thereby en- 
hancing their buying power with the 
consequent restoration of industrial 
equilibrium, has a great deal of signif- 
cance for American business men, be- 
cause it will tend to iron out the spotted 
character of the present business situa- 
tion. 
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RECENT DEVELOPMENTS IN LLOYD’S 


By D. E. W. GIBB 


ited companies we are apt to assume 
that every commercial undertaking 
had a definite beginning, a birthday 
from which a lawyer can say that the 
life of the undertaking started. In deal- 
ing with Lloyd's and thinking of Lloyd’s 
it is advisable to discard this assump- 
tion at once, because Lloyd’s did not 
have any definite traceable beginning, 
and there is no day in its history that 
can fairly be described as a birthday. 
In a sense the beginning of Lloyd’s as 
a commercial institution was the day, 
when in the coffee house kept in the City 
of London by Edward Lloyd in the 
i7th century, the first bit of insurance 
business was discussed by two customers 
over their morning cup of coffee. That 
first business talk was the germ of the 
corporation of Lloyd’s, which today ac- 
counts for a premium income of over 
twenty millions sterling per annum, and 
is, if not the largest, certainly the best- 
known insurance institution in the world. 
This first talk about insurance be- 
tween the customers of Edward Lloyd 
must have taken place some time within 
the last 40 years of the 17th century; 
but long before that conversation there 
was not merely an insurance market 
in the City of London, but a market 
well organized, eficient, and stable. 
Samuel Pepys, the diarist, whose diary 
covered the years 1660 to 1669, knew 
nothing of Lloyd’s coffee house, or at 
any rate never mentioned it, but as an 
admiralty clerk he was much interested 
in marine insurance and he is constantly 
recording visits to the insurance market 
in the City where he got rates for car- 


l these days of corporations and lim- 





goes in which he was concerned, and 
either placed the business or not as he 
thought fit. How far this more or less 
organized market goes back is not 
known, but it seems beyond doubt that 
Lloyd’s coffee house did not create a 
fresh insurance market in the City of 
London, but only served as a rallying 
ground for a market which had long 
been in existence. What Edward Lloyd, 
the proprietor of the coffee house did, 
was to give to the insurance market 
which then existed ‘“‘a local habitation 
and a name.” To say this is not to 
minimize the importance of Lloyd's 
coffee house or of the work done by its 
proprietor, for the subsequent develop- 
ment of the insurance market in London 
was undoubtedly influenced to an enor- 
mous extent by the foresight and ca- 
pacity of Edward Lloyd and by the 
name which he gave to the market in 
the 17th century. 

These details, which may seem suited 
only to the researches of an historian, 
are really not out of place as an intro- 
duction to the structure and credit of the 
modern institution known as Lloyd’s, 
because we can never. understand 
Lloyd’s, never realize the nature and 
strength of the security that its members 
offer, unless we remember that it is a 
market which has grown from a few 
casual dealings—centuries old—through 
various stages of evolution, to a highly 
organized and elaborate corporation, 
but retaining throughout the essential 
character of a market place. Just as at 
Smithfield the London meat merchants 
gather to do their business, or at Bil- 
lingsgate the London fish merchants 
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gather to do theirs, so at Lloyd’s certain tury when the Committee of Lloyd's in. 







































experts in insurance gather together to stituted what is now known as the sys- a 
do business by dealing in insurance, tem of audit and guarantee. There was and 
which is security. The process of evolu- the day in 1909 when the guarantee and be 
tion has lasted over a very long period. audit were granted official recognition curi 
At times it has been slow, so slow indeed _ by an Act of Parliament; and there was ven 
that by a casual observer the movement the day in 1911 when a further Act of mu 
might be thought to have ended, but Parliament gave to Lloyd’s Under. apt 
throughout there has been a tendency writers the power to write certain kinds Cor 
towards a greater corporate feeling, to- of insurance business, which they had in beit 
wards the provision of better security fact been writing for a long period, but to 
for the public and towards a greater which by a characteristic piece of Eng. ven 
width and breadth in underw-iting in- lish legislation were legalized 20 years the 
terests. In the last few years the pace after their beginning. All these dates sol 
of this evolutionary movement has very are of importance, but in this article tha 
greatly increased, and the changes we may start from the year 1871 and of 
wrought in the organization and the sys- trace the important development of all 
tem of Lloyd’s since the beginning of Lloyd’s from that date. at 
this century are probably as great as all Beginning then in the year 1871 we tak 
the changes of the two previous centu- find Parliament passing an Act to in- me 
ries put together. In fact, to a present- corporate the society of Lloyd’s, to con- Pa’ 
day member of Lloyd’s, nothing is more fer certain powers upon it, to stabilize the 
surprising than the contrast between the its constitution, and to define its func. wa 
apparently slack and casual precautions tions. It is a longish Act, which in gre 
enforced 60 years ago and the elaborate general remains today; but from our of 
arrangement of devices and safeguards present point of view the most interest- ter 
which are set up today to keep the un- ing thing about it is not what it says but lov 
derwriting members of Lloyd’s on the what it omits, for through the whole co! 
path of safety and to preserve the good- 43 clauses of that Act of Parliament it les 
will and reputation of Lloyd’s as an_ is difficult to find one word indicating of 
institution. that Parliament took any interest in the th 
I nature of the security or recognized any po 
duty to safeguard and protect the posi- m: 
In the recorded history of Lloyd’s tion of policy-holders. We find in the ou 
certain events and dates stand out as Act that Parliament was interested in ar 
critical and decisive. There was the mo- many things relating to Lloyd's. It went 
ment when it was decided to move the out of its way to mention certain gold 
organization into its present home at the which had been lost during the war with 
Royal Exchange. There was the day Holland in a vessel called the “Lutine”; 
in August, 1811, when a deed of asso- it mentioned the names of the members of 
ciation was executed fixing the constitu- who formed at that time the Commit da 
tion and the scope of the society. There tee of Lloyd’s; it made elaborate pro- at 
was the day in 1871 when that constitu- visions for the holding of the property fa 
tion was abrogated and superseded by of the society and for payment of debts in 
the passing of the first Act of Parlia- to and from the society, but apparently Ww 
ment dealing with Lloyd’s. There was _ it never entered into the head of the man pe 
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men like the Underwriters at Lloyd's, 
who were accepting insurances on hulls 
and cargoes all over the world, should 
be forced to offer to the public any se- 
curity or guarantee that they were sol- 
vent and could pay the claims which 
must certainly arise on the policies. It 
appears to have been thought that the 
Committee of Lloyd’s for the time 
being were sufficiently good watch dogs 
to look after the security and the sol- 
vency of their members, and probably 
there was at that time a feeling that in- 
solvencies were bound to happen, and 
that when they happened they were only 
of a passing temporary interest. Actu- 
ally the Committee of Lloyd’s did, even 
at that time, in a rather haphazard way 
take steps to secure the solvency of its 
members, but neither the Committee nor 
Parliament seemed to have thought that 
the failure of an individual underwriter 
was an outrage on the public or a dis- 
grace to the corporation. The standard 
of solvency generally required in mat- 
ters of insurance was obviously much 
lower in 1871 than it is today, and the 
corporate feeling of Lloyd’s was much 
less strongly developed. The history 
of Lloyd’s in the past 50 years is mainly 
the record of the growth of that cor- 
porate feeling and of the growing de- 
mand of the commercial public through- 
out the world for an ever-rising stand- 
ard of security and solvency. 


Il 


_Now jumping forward over a period 
of 30-odd years we come to the earlier 
days of the present century and we find 
at once a very different outlook and a 
far more stringent standard. In this 
interval though no fresh laws dealing 
with the security of members had been 
passed, the Committee had been tight- 
ening up the machinery and providing 
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safeguards which, though they seem 
slight by the standard of today, never- 
theless did great service in upholding 
and strengthening the position of 
Lloyd’s. The precautions which they 
had adopted, all, or practically all, re- 
lated to the new member. An applicant 
for underwriting membership o: Lloyd’s 
was called upon to put up securities 
available in the case of his insolvency. 
Nobody, however close his connection 
with Lloyd’s, however strong his finan- 
cial position, was allowed in the early 
days of this century to become a mem- 
ber unless he deposited in good market- 
able securities at least £5,000 with the 
Committee. This was thought at the 
time to be an adequate safeguard, but 
during a period of bad trade and un- 
profitable underwriting in the early 
years of the century, there were one or 
two failures which threatened to shake 
the public confidence in Lloyd’s and se- 
riously disturbed the equanimity of the 
Committee and others who were respon- 
sible for the good name of the corpora- 
tion. It was therefore decided that a 
preliminary enquiry into the means of 
the candidate was not sufficient and that 
throughout his period of membership a 
man should be made to show period- 
ically and systematically a financial 
strength to justify his continuance in the 
business of underwriting. From the 
time when this decision was taken the 
modern security of Lloyd’s may be said 
to start, for everything that has been 
done since to ensure the safety of policy- 
holders is a development of the mea- 
sures taken between the years 1906 and 
1909. 

It was decided then that every under- 
writing member of Lloyd’s should be in- 
vited to submit his accounts once every 
year to an auditor approved by the 
Committee of Lloyd’s who should ex- 
amine the figures and provide the 








Committee with a certificate that, 
judged by a standard set up by the Com- 
mittee itself, he was solvent and in a 
fit financial position to continue under- 
writing. At the same time a system of 
mutual guarantee was inaugurated by 
which in respect of certain classes of 
risk each underwriter was encouraged 
to produce a policy signed by his fel- 
low underwriters guaranteeing up to an 
agreed figure the payment of the claims 
on all policies signed by him should he, 
during the period of the guarantee, be- 
come insolvent. These two provisions, 
the annual audit and the guarantee poli- 
cies, were the corner-stones of the new 
policy of security adopted by the Com- 
mittee shortly before 1909, and it is 
safe to say that but for these provi- 
sions, which at the time were considered 
of a revolutionary character, the enor- 
mous development which has _ taken 
place at Lloyd’s and the growth of pub- 
lic confidence would alike have been 
impossible. The Underwriters of 


Lloyd’s could not have accepted the lia-. 


bilities which they have successfully 
taken on themselves in the last 20 years, 
could not have met the criticism of their 
competitors, or satisfied the public de- 
mand for security if these cardinal re- 
forms of the audit and the guarantee 
had not been adopted and accepted by 
the members nearly 20 years ago. 


Ill 


Soon after these measures had been 
inaugurated and agreed to by the mem- 
bers a very important piece of legisla- 
tion was brought before the British Par- 
liament in an Act known as the As- 
surance Companies Act 1909. The 
main object of this Act was to prevent 
the unhealthy growth, not of associa- 
tions composed like Lloyd’s of individ- 
ual underwriters, but of insurance com- 
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panies floated in a moment of enthusi. 
asm and gifted with a cheerful optimism, 

in the place of capital and e€xPerience 

It was felt necessary by the authorities 
to check the development of weak jp. 
surance companies and the object of 
this Act of 1909 was to prevent the pub. 
lic from being victimized by new com. 
panies hastily and often fraudulently 
floated. One of the first troubles tha: 
the authorities had when they began to 
draft the Act was the existence of 
Lloyd’s, for it was clearly impossible 
that a corporation composed of indi- 
vidual members, each of whom had an 
unlimited liability to his policy-holders, 
should be subject to exactly the same 
regulations and restrictions that applied 
to an ordinary insurance company of 
limited liab.lity. On the other hand 
it was absurd and unfair to make strin- 
gent provisions for limited companies, 
while the individual underwriter was al- 
lowed to continue in business without 
any form of Government restriction or 
supervision. The difficulty, and it was 
a serious difficulty, was surmounted by 
the Government officially adopting the 
provisions of the audit and the guaran. 
tees, which were already unofficially in 
force amongst the members of Lloyd's, 
and a schedule (known as the Eighth 
Schedule to the Assurance Companies 
Act 1909) was added to the Act deal- 
ing entirely with Lloyd’s and any other 
association of underwriters approved by 
the Board of Trade. This schedule is 
of the very greatest importance and 
may fairly be described as the charter 
under which every member of Lloyd's 
carries on at least his non-marine busi- 


ness. 

The schedule lays down the terms 
and conditions under which an under- 
writing member of Lloyd’s may carry 
on five different sorts of insurance busi- 
Two of these classes of business 


ness. 
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are life insurance and bond investment, 
and as no member of Lloyd’s ever has 
accepted either of these classes of busi- 
ness, or seems likely ever to accept 
them, they may for practical purposes 
be left out of account. The really im- 
portant sections of the schedule are 
those which deal with fire, accident, em- 
ployer’s liability and business which is 
in general terms defined as non-marine 
insurance. The legal limits within which 
a Lloyd’s underwriter is entitled to 
transact business of these classes as laid 
down by the schedule go far to govern 
the whole business of Lloyd’s and to de- 
fine its scope as a security. 

Dealing first with fire and accident 
business, the schedule gives to every un- 
derwriting member of Lloyd’s two al- 
ternatives. He may make certain de- 
posits of cash or securities with the 
Board of Trade, which are retained by 
the Board of Trade so long as any lia- 
bility under any policy issued by that 
underwriting member remains unsatis- 
fied. In practice no underwriting mem- 
ber, it is believed, has ever adopted this 
alternative and made a direct deposit 
with the Board of Trade. It is easier 
and more convenient for the members 
to take the second alternative offered 
them by the schedule and comply with 
the demands and regulations imposed 
by it. These regulations are briefly as 
follows: 

(a) All premiums received by the un- 
derwriter in respect of fire and accident 
business must be placed in a Trust Fund 
in accordance with the provisions of a 
rust Deed approved by the Board of 
Trade. 

(b) Security to the satisfaction of 
the Board of Trade (or if the Board 
sO direct, to the satisfaction of the Com- 
mittee) must be provided, which shall 
be available solely to meet claims on 
lire, accident, and other non-marine 
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business. This security may be either 
in the form of a deposit or of a guaran- 
tee, or partly one and partly the other. 
The amount of the security must never 
be less than the aggregate of the pre- 
miums received in the last preceding 
year in connection with such business. 

(c) The accounts of every underwrit- 
ing member must be audited every year 
by an accountant approved by the Com- 
mittee of Lloyd’s and this accountant 
shall furnish to the Committee and the 
Board of Trade a certificate in a form 
prescribed by the Board of Trade. 

It will be seen that these regulations 
follow and practically adopt the scheme 
which shortly before the passing of the 
Act had been suggested to the members 
by the Committee and voluntarily ac- 
cepted by them. In other words the 
Committee when confronted with the 
Assurance Companies Act 1909, which 
might have been to them a troublesome 
and embarrassing piece of legislation, 
ingeniously made use of the Act to give 
to their own regulations an official legal 
sanction. As the scope of the Act was 
confined to non-marine business, and ma- 
rine insurance was left out of its pur- 
view, the Act gave to the Committee 
no powers in respect of the marine ac- 
counts written by members; but the 
moral effect of the passing of the Act 
and the official adoption of the Com- 
mittee’s regulations for non-marine busi- 
ness was so great that there has been 
no difficulty in getting the members to 
submit themselves as regards their ma- 
rine business to corresponding restric- 
tions. The result is that since the pass- 
ing of this Act every underwriting 
member of Lloyd’s has, as regards both 
marine and non-marine business: 

1. Paid all his premiums into a Trust 
Fund and left them undistributed until 
the year’s liabilities have, on a reason- 
able estimate, run off; 
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2. Has passed an audit agreeing to a 
standard demanded by the Board of 
Trade and the Committee, a standard 
which has in practice grown continu- 
ally more rigorous since the passing of 
the Act, and demanded an increasingly 
high level of solvency from the Under- 
writers. 

As regards fire, accident, and non-ma- 
rine business every underwriter, in addi- 
tion to complying with these regula- 
tions, has made a special deposit for 
non-marine business in the shape of 
either guarantee policies or easily mar- 
ketable securities. 

The dividing line between the duties 
of the Committee and of the Board of 
Trade, as defined by the schedule, is 
vague and shadowy. The last word un- 
doubtedly rests with the Board of 
Trade, but it seems to have been as- 
sumed (and for the most part rightly 
assumed) by the man who drafted the 
Act, that the Committee of Lloyd’s 
would act as a willing agent of the 
Board of Trade and that no dispute on 
policy was ever likely to arise between 
them. The result has been that the 
work of providing security and safe- 
guarding the policy-holders has been in 
practice left very largely to the care of 
the Committee of Lloyd’s, which has 
discharged this duty with an earnest 
zeal for security and safety. The de- 
posits demanded from individual mem- 
bers have in the last few years grown 
considerably. Both on the application 
of a candidate and with the develop- 
ment of the underwriter’s business much 
larger deposits have constantly been re- 
quired, and the total securities now held 
in trust by the Committee on behalf of 
members amount in the aggregate to an 
enormous value. But most of all the 
zeal of the Committee has been exhib- 
ited in the tightening up and the 
strengthening of the demands of the 


audit. In the early days the principle 
on which the Committee went was that 
a member’s position could best be tested 
by his past results, and that the security 
for liabilities accepted but not run of 
should be in proportion to the settle. 
ments which the underwriter had made 
in the past few years. Later on that 
principle, by which every man was 
judged according to his own standard, 
was discarded and instead the Commit- 
tee produced every year an audit stand- 
ard to which every member of Lloyd's 
must conform before he could be 
granted a certificate. He must have in 
hand at the end of every year a sum 
corresponding to a stated percentage of 
the premiums taken, for different classes 
of business; one percentage for marine 
business on hulls, another percentage for 
marine insurance on cargo, another per- 
centage for fire, accident and general 
non-marine business, and now, a spe- 
cially high percentage for certain classes 
of non-marine business which are re- 
garded as the most hazardous or un- 
profitable. That is one of the methods 
by which the control of the Committee 
has been tightened up and made more 
eficient. Another, and even more dras- 
tic change, has been the remedying of 
what was undoubtedly a weak spot in 
the original Committee, i. e., no demand 
was made of the member to prove for 
future business that he had funds in 
hand to meet a net loss on the coming 
year’s business. He had to show that 
his funds were sufficient to clear up all 
his liabilities on policies already writ- 
ten, but he was not forced to show that, 
if during the coming period of 12 
months he had an unprofitable time, 
there were funds in his possession to 
make good the deficit. That weakness 
has now been remedied, and all under- 
writing members, in addition to showing 
that their liabilities on business already 
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accepted can be discharged, must also 
prove that they have enough money in 
hand to face a period of bad trade and 
loss in the immediate future. 

All these regulations and reforms 
have been introduced under the Eighth 
Schedule of the Assurance Companies 
Act 1909 with the good-will and ap- 
proval of the Board of Trade but they 
have all originated with the Committee 
of Lloyd’s which is elected by a demo- 
cratic vote by the members themselves. 
In other words although Lloyd’s in the 
matter of securities is working under 
an Act of Parliament, which defines and 
regulates the security that must be pro- 
vided, the actual working of the Act, 
the particular regulations and restric- 
tions are really based on a consensus of 
opinion amongst the members them- 
selves, who recognize that they cannot 
do business on the present scale with- 
out providing first-class security and 
firmly establishing public confidence. 

Ever since the passing of the Assur- 
ance Companies Act, which coincided 
with a revival of interest in the security 
of Lloyd’s, the members of Lloyd’s have 
recognized that although their liability 
on any particular policy is several and 
not joint, there is a certain corporate 
moral responsibility, and if any member 
were to default on his policy the whole 
body of underwriting members of 
Lloyd’s would be injured and prejudiced 
by his failure. So far indeed has this 
been recognized that in a later Act of 
[911 power was given to the Commit- 
tee to meet and guarantee out of the 
funds of the corporation the liability of 
individual members on policies under- 
written by them. The Committee is not 
bound to meet the liabilities of a default- 
ing member, but it has the right to do 
so according to its judgment, and the 
fact that the right has been given to 
the Committee is a proof of the long 


RECENT DEVELOPMENTS IN LLOYD'S 








351 


distance that we have traveled from the 
days when one underwriting member of 
Lloyd’s would sit quietly by and watch, 
without consternation, a fellow member 
fail. At present the thought of a fail- 
ure of any member of Lloyd’s to meet 
his insurance liabilities is abhorrent to 
the whole body and would be regarded 
as a public calamity. 


IV 


If this article had been written six 
months ago it might at this point have 
ended. Unhappily in the past six 
months an event has occurred, and has 
openly been mentioned in the American 
press, which has proved that in certain 
circumstances the precautions and safe- 
guards were not as complete as they 
were supposed to be, and that it was 


not impossible, in spite of the audit and 


in spite of the guarantee, for an in- 
dividual member to be unable to meet 
his liabilities. The event has not shaken 
public confidence in the stability and se- 
curity of the Lloyd’s system. On the 
contrary, the more the facts are known 
the more striking does the strength and 
security of Lloyd’s appear; but certain 
changes have been rendered inevitable, 
and within the last few months have 
actually been brought into effect. A 
brief description of those changes may 
not be out of place. 

To anyone studying with special care 
the provisions of the Committee and the 
Assurance Companies Act it may have 
been noticeable that all the safeguards 
which have been devised, and all the 
provisions which have been made, pos- 
tulate one condition; and that is, that 
every member of Lloyd’s shall lay be- 
fore his auditors a fair, true, and com- 
plete statement of his liabilities and his 
financial position. It was taken for 
granted by those who drafted the Act 
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of Parliament, and hitherto it has al- 
ways been taken for granted by the 
Committee of Lloyd’s, that the mem- 
bers, without exception, would present 
an honest and complete set of books, 
and that all the liabilities which they 
had incurred would be disclosed at the 
annual audit. In 99,999 cases out of 
100,000 that assumption was justifiable 
and correct, but unhappily within the 
last few years, by an ill chance the hun- 
dred-thousandth case turned up, and it 
was discovered last fall that one under- 
writing member, a man whose total 
career at Lloyd’s extended over less 
than 10 years, had been able, by a 
wrong system of bookkeeping, to get 
through the meshes of the audit without 
disclosing the most serious of his lia- 
bilities. This underwriter appears to 
have been a man of an unusually op- 
timistic temperament, and to have been 
carried away by the post-war boom in 
which many unsound commercial 
schemes were launched and floated. 
Conceiving wrongly that he had a gen- 
ius for insurance he broke out into a 
new field of credit insurance, and guar- 
anteed right and left, without due con- 
sideration, and with no proper ma- 
chinery at his disposal, all kinds of debts 
and liabilities which no sane underwriter 
ought ever to have looked at. Starting 
with one particular form of credit in- 
surance he found, as time went on, that 
the claims on the policies which he had 
underwritten were accumulating at a 
rate that was too rapid to be comfort- 
able, and unfortunately instead of con- 
fessing his difficulties and stopping busi- 
ness at once, he plunged more deeply 
and tried by the most foolish speculative 
risks to re-establish his position. Recog- 
nizing that it was hopeless for him to 
attempt to satisfy the stringent require- 
ments of the audit, he seems to have 
kept his books in such a way that neither 


the auditor nor the Committee had any 
idea of the liabilities which he had piled 
up and of the premiums which he had 
been receiving. By this means he was 
enabled to pass the usual audit and to 
sign policies which carried with them a]! 
the prestige of Lloyd’s, and were read. 
ily accepted by many outsiders, who had 
no means of getting at the real truth, 
The policies were also accepted and 
encouraged by other outsiders who sys. 
pected what was taking place and man. 
ipulated the scandal to their own profit. 
The liabilities grew rapidly, until last 
fall the collapse came and the full posi- 
tion had to be disclosed. The book. 
keeping maneuvers and the devices 
which he had thought out to support 
his position were then laid bare, and 
the Committee were faced with a double 
problem: 

1. How to make good the losses of 
this reckless underwriter; 

2. How to prevent misconduct of 
this kind from being possible in the 
future. 

Taking these problems separately the 
Committee rightly decided, with the 
concurrence of the members, that the 
corporate good name of Lloyd’s was too 
valuable to be jeopardised through the 
folly of one man, and called upon all 
the other members of Lloyd’s to come 
in and make themselves responsible, to- 
gether with the Committee, for the 
man’s deficiencies. This the other mem- 
bers, recognizing the paramount im- 
portance of the good-will of a Lloyd's 
policy, agreed to do, and at the same 
time the Committee, exercising the 
powers given it by Act of Parliament 
and special resolution, brought the cor- 
poration’s own funds into contribution 
to make good the losses. An exhaust- 
ive enquiry into the man’s liabilities and 
claims was started, and the result has 
been that although the Underwriter’s 
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funds were exhausted, all legitimate 
claims on his policies are being met at 
the expense of his fellow members and 
of the corporation’s funds. Much as 
the other members of Lloyd’s have been 
shocked at the foolish conduct of this 
underwriter there has been no hesita- 
tion on their part in stepping into the 
breach and taking onto their own shoul- 
ders the burden of his follies. It has, 
in fact, been a striking revelation of 
the growth of the corporate feeling of 
Lloyd’s and of the value which the 
members of Lloyd’s attach to the good 
name and the high standing of a Lloyd’s 
policy, and it may fairly be claimed that 
no event in the history of Lloyd’s has 
done so much to prove the financial 
strength and self-respect of the members. 

As regards the second part of the 
problem, the prevention of such scan- 
dals in the future, the Committee have 
had a difficult task to discharge, but 
they have acted resolutely and prompt- 
ly, and there is little doubt that the 
steps they have taken will make a re- 
currence of such a disaster impossible. 
They recognized from the first that the 
crux of the problem lay in bookkeeping, 
and they decided that while the annual 
audit and the annual certificate were of 
the greatest value, there was a chance, 
hitherto unrecognized, that an unscru- 
pulous man after a whole year’s prep- 
aration of figures could, by exercising a 
certain amount of ingenuity, throw dust 
in the eyes of the auditors. To prevent 
this happening again they have taken to 
themselves the right to examine the 
books of underwriters, not merely once 
a year, but at any moment that they 
may consider it desirable, and in order 
to check the underwriters’ ledgers they 
may now, if they think it necessary, 
compare his debits and credits with the 


corresponding items in the books of the 
brokers with whom he does business. 
This should make it impossible for any 
underwriter to manipulate his books in 
such a way that the auditor can be cir- 
cumvented. No underwriter will in fu- 
ture be able to camouflage his accounts 
or conceal his true position from the 
auditors and the Committee. Other 
more technical steps have been taken in 
the matter of signing policies; certain 
classes of insurances, which are consid- 
ered unusually dangerous, have been 
ruled out from the scope of Lloyd’s 
underwriters, and in general the whole 
machinery of control and supervision 
has been strengthened and made in- 
finitely more efficient. 

In conclusion, the fact should once 
again be emphasized that, although the 
general provisions for the security of 
Lloyd’s policies have been adopted by 
Parliament and embodied in an Act, the 
initiative and the originating impulse 
have always come, not from outside, but 
from the members of Lloyd’s them- 
selves. All the steps that have been 
taken to ensure that claims on Lloyd’s 
policies shall be honored have been 
taken by the Committee and the mem- 
bers of Lloyd’s. The restrictions and 
the safeguards, constantly increasing in 
rigor, to which the members submit 
themselves, exceed the limits of any- 
thing demanded by an Act of Parlia- 
ment, and are the result of voluntary 
acts of members; and it is safe to say, 
that however the business of Lloyd’s 
may grow, to whatever heights its ag- 
gregate premium income and its lia- 
bilities may rise, no legitimate claim 
from any member of the insuring public 
will ever fail to be met through the 
insolvency of an underwriting member 


of Lloyd’s. 
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dustry involves the consideration 

and solution of many problems. 
Among the most important problems 
confronting management, and at the 
same time the most difficult to solve suc- 
cessfully, are those arising in and relat- 
ing to the field of industrial relations. 
One of the requisites of satisfactory in- 
dustrial relations is a system of wage 
payment just and satisfactory to both 
employee and employer. 

In the relations between employer 
and employees, as in other human con- 
tacts, underlying principles rather than 
outward forms decide between success 
and failure. Where management enjoys 
the confidence of its employees and 
bases its policies on a desire to be fair 
to the workers, relations are almost cer- 
tain to be satisfactory, no matter what 
particular form of wage payment is 
adopted. On the other hand, no sys- 
tem, no matter how well fitted to con- 
ditions, will lead to full satisfaction 
either to employer or employee, if badly 
administered. Further, the method of 
wage payment is but one factor. Work- 
ing conditions and continuity of work 
affect the relations between management 
and worker. In spite of this, the 
method of wage payment is of primary 
importance and well worth careful in- 
vestigation, 

Much has been written on wage sys- 
tems. In some cases the study has been 
incomplete. In many others the work is 
thoroughly biased, and the treatment 
seems designed to show that by the use 
of a specific and universally applicable 
system, costs will be reduced while all 
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METHODS OF WAGE PAY MENT: ACRITICAL EVALUATION 


labor difficulties will be eliminated. In 
addition, much of the older literature is 
rendered incomplete or obsolete in view 
of the more modern developments. It 
is the purpose of this investigation to 
discuss impartially the fundamental 
types of wage systems, together with a 
few of the more important variations, 
to summarize the strong and weak 
points of each, and to mention certain 
conditions which affect the success of 
particular systems. 

For the purpose of this discussion, the 
field will be narrowed to wage payment 
for industrial work. There are many 
problems involved in the payment of 
administrative, selling, clerical and sim- 
ilar salaried employees, but for the 
present articles only that part of the 
pay-roll usually considered as wages as 
distinct from salaries will be considered. 

The systems of payment to wage 
earners may be divided into four 
groups, as follows: 

1. Payment in direct proportion to 
production; 

2. Payment based both on production 
and on time used; 

3. Payment in direct proportion to 
time used; 

4. Payment not directly related to 
either production or time used. 

The first section includes the usual 
piece-work, and also gang piece-work. 
It follows this introduction. 

The second section’ treats the so- 
called incentive systems. The number 
and variety is large, and but a few of 
the better-known types will be described. 





1 This section will appear in the July issue. 
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The other systems are in great part 
modifications differing in detail but not 
in principle. The systems used as typ- 
ical are the Halsey Premium System, 
the Taylor Differential Piece-Rate Sys- 
tem, the Gantt Task and Bonus System, 
the Emerson Efficiency Wage, and the 
Bedeaux Point System. The third sec- 
tion * is devoted to the day-wage. The 
fourth section ? is concerned with vari- 
ous payments, such as profit sharing, 
employee stock ownership plans, and 
various bonuses. 

Throughout it must be remembered 
that though the principles set forth are 
of general application, there are always 
exceptions, cases in which a system of 
wage payment is succeeding in spite of 
adverse conditions and cases where 
poor administration renders unsatisfac- 
tory a system well fitted to conditions. 
These cases are in the main exceptions 
and have little bearing on the general 
reasoning. 


I. PAYMENT IN DIRECT PROPORTION 
TO PRODUCTION 


Payment for amount of work per- 
formed, without direct reference to any 
other elements, in its simplest form is 
the well-known piece-work system.- The 
setting of the piece-rate amount to be 
paid for each unit of production is pre- 
sumed to account for the length of time 
required to produce a unit and also for 
the value of the time of an employee. 

Piece-work has existed in some form 
since earliest antiquity and remains one 
of the most prominent systems of wage 
payment at the present day. Further, 
almost all the modern developments in 
the systems of wage payment have rec- 
ognized and retained in some form pay- 
ment more or less in proportion to the 
work performed. 


2 This section will appear in the October issue. 


Sometimes it is desirable to apply the 
principles of this method to a set o} 
operations performed by a group of em. 
ployees cooperating on the work in such 
a way that a distinct separation of each 
worker’s performance is difficult; for ey. 
ample, certain types of assembly. 

In this case, instead of paying an 
amount to each employee for his indi- 
vidual production, the employer pays 
for a given amount of work a stipulated 
sum which is divided among the work. 
ers in a proportion fair to all. Since the 
characteristics of individual piece-work 
and gang piece-work are similar, it js 
not necessary to discuss the two sys. 
tems separately. 

Certain desirable features are at- 
tained by a proper operation of the 
piece-work system. Under poor admin- 
istration or unfavorable circumstances, 
some of the advantages to be suggested 
may not be obtained. The inducements 
for the installation and use of the piece- 
work system are of two classes, accord- 
ing as the analysis is from the view- 
point of the employee or of the em- 
ployer. 


The Employee's View-Point 


With the piece-rate system, an ambi- 
tious employee is given an opportunity 
to increase his wages by the exercise of 
greater diligence in his work and the 
development and use of greater skill. 
If the worker is capable of better than 
average performance, his capacity is 
recognized by definite compensation for 
higher production. Such compensation 
exists through promotion perhaps under 
the day-wage system, but the incentive is 
far less tangible and less effective, for 
promotions and increases of wages are 
not so immediate as the next pay day. 

Another advantage is that piece-rate 
earnings are generally above the aver- 
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age for the same general class of labor 
on day-rate. Where rates are carefully 
and accurately set, this amount above 
day-rates is intentionally made. Where 
the rates are set by inaccurate methods, 
they are usually based on production on 
a day-rate basis. By slight effort, the 
worker can produce enough more than 
under day-work so that his earnings are 
higher. 

The payment per operation or piece, 
without modification by bonus or in- 
centive, is easily understood by the 
worker. Hence it compares favorably 
with the more complicated incentive 
systems. The worker is far more likely 
to feel that he is being fairly treated 
when he finds it easy to figure his earn- 
ings. 

The employee is benefited indirectly 
by the increase of production. The in- 
terests of the employee and the em- 
ployer are alike in some respects: low 
costs and high production benefit the 
employee by providing steady employ- 
ment. Considered broadly, also, a gen- 
eral increase in productive efficiency will 
mean a like decrease in the amount of 
time the workers will be employed in 
supplying the needs of the community. 


The Employer's View-Point 


Payment of wages on the basis of 
production can reasonably be expected 
to stimulate that production. Opera- 
tions will be performed in less time. 
This is desirable from the point of view 
of the employer because overhead 
charge per unit of product is thus re- 
duced. Taxes, insurance, depreciation, 
and the like are proportional to time; 
consequently, increase of production 
with the same facilities and supervision 
lessens the proportionate share of the 
overhead to be borne by each unit. 

With the piece-work system, the fore- 
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man is relieved of much of the neces- 
sity for driving and inspiring the work- 
man to higher rates of production nec- 
essary with day-wages. He can then 
give more attention to guidance and 
instruction of workers, to improvement 
in shop methods, and to the mainte- 
nance of continuous production. 

Another advantage results from the 
tendency of the less eficient workman 
to emulate the better workers. With 
the knowledge of higher earnings on the 
part of the better workers, the average 
worker will increase his efforts and at- 
tempt to demonstrate to himself and his 
associates that he is a skilled workman. 
The really inefficient workman tends to 
be weeded out. 

Finally, an indirect advantage results 
from the pressure brought to bear on 
management to standardize conditions. 
As will be discussed subsequently, tools, 
equipment, and processes must be stand- 
ardized in order to obtain the full 
advantages of piece-work. However, 
there is an advantage in any system 
which brings pressure to bear tending 
toward installation and maintenance of 
adequate standardization. Standardiza- 
tion has merits as well from the view- 
point of the employee, for it frequently 
improves working conditions. 


Piece-W ork Disadvantages 


Installation and administration of a 
piece-work system present certain dif- 
ficulties. Some are inherent, while a 
larger proportion may be overcome at 
least in part by intelligent administra- 
tion. The difficulties may be divided 
into two main groups: 

1. Difficulties in determining piece- 
rates; 

2. Difficulties in administering piece- 
rates. 

A great part of the trouble encoun- 











358 HARVARD BUSINESS REVIEW 


tered in the use of piece-work has been 
caused by improper setting of the piece- 
rates. The establishment of piece-rates 
is predicated upon a knowledge of the 
time required by the job or operation 
and upon the decision as to a fair 
amount of pay per unit of time. Rates 
are set as the product of the time rate 
of pay for the class of labor multiplied 
by the estimated time required for the 
operation. The justice of the rate then 
depends upon the accuracy of this esti- 
mate of time. 

Until recently, even in the best man- 
aged plants, this estimate was little 
more than a guess. Sometimes the esti- 
mate was made by an overburdened 
foreman or by a clerk with no knowl- 
edge of the work. Very often it was 
based on the time used to perform the 
operation by workers paid a day-wage. 
Piece-rates established in this manner 
are still used in a surprisingly large 
number of establishments. With such 
rates, the worker can very often exceed 
the estimated production. Earnings far 
above the customary rates for the class 
of work are paid; earnings are unjust 
at once to the workers and to the em- 
ployers. They are unfair to the work- 
ers because other employees on other 
operations not so favored are discrim- 
inated against, and because the em- 
ployee who enjoys the high rate be- 
comes accustomed to high earnings and 
suffers in the readjustment which is 
bound to follow. They are unfair to 
the employer, in that he is paying more 
than is fair or necessary for the opera- 
tion. 

To relieve this situation, the piece- 
rates must be reduced. This introduces 
new complications. After one or two 
cuts, the employee feels that the em- 
ployer is taking all the benefit of in- 
creased production. The employee is 
now doing perhaps twice as much work 


as before for the same wages. Afte; 
a little experience of this sort, he learns 
to restrict production to the point where 
he believes that his earnings are the 
maximum the employer will pay. A 
worker to supply his temporary needs 
may exceed the usual rate of produc. 
tion and precipitate a cut of the piece. 
rate. All workers are then forced to 
work harder for the same earnings. 

The disadvantages of such a situa- 
tion are apparent. The workers, it 
earnings are fixed, prefer day-wages, 
where there is no minimum of produc. 
tion and where accidental delay does 
not affect earnings. The employer does 
not get such high production or such low 
costs as he should, and further, he is 
certain to lose the confidence of the 
workers by such a policy. 

To remedy this defect, it is necessary 
to guarantee the piece-rates against re- 
duction. The management may guar- 
antee that individual rates will not be 
reduced except where the operation is 
changed by introduction of new equip- 
ment or methods. The employer re- 
tains the right to make a proportionate 
reduction of all rates to conform with 
a general reduction of the whole level 
of wages. When rates are so guaran- 
teed, it becomes necessary that the rates 
be set correctly in the first place, as the 
management has no recourse if the rate 
is set too high. This necessitates de- 
tailed time study, motion study, and job 
analysis (or the equivalent). In order 
that the rates shall be correct, it is nec- 
essary that the operations be always 
performed under identical conditions; 
otherwise, there is equal payment for 
varying work—manifestly unfair. This 
requires thorough standardization of 
equipment, materials, and processes. 

It is apparent that to get the best re- 
sults with piece-work, something more 
than the correct setting of the rates is 
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necessary. The management must fully 
accept its responsibility and thoroughly 
master its work, in order to secure all 
the advantages of this system. Some 
aspects of the setting of piece-rates are 
discussed in this issue of the Review * 
in a Case Study of the method used by 
the Mentley Automatic Devices Com- 
pany.. This case deals particularly 
with the actual determination of the 
time required for performance of opera- 
tions. 

Guaranteed piece-rates have certain 
disadvantages, even when determined 
after thorough standardization and 
time study. The standards are not per- 
manent. Improvement in material, 
equipment, processes, and working con- 
ditions make possible increased produc- 
tion. To realize the full benefit of his 
expenditures for development and 
equipment, the employer must lower the 
piece-rate to correspond with the re- 
duced time required for production. 
Yet it is often difficult to show the em- 
ployee to his satisfaction that any or 
all of the reduction is justified. Where 
there is a change of equipment, the 
earnings of the worker temporarily fall 
off, because the equipment is new to him. 
He feels, therefore, that there has been 
a disproportionate cut in the piece-rate. 
Other changes present even more diffi- 
cult problems. The Hawkes Spring 
Company is a case in point. A growth 
in the demand for coil spring radio 
antenne caused their manufacture to be 
made a separate department. The work 
was moved from the basement of an 
old building to the second floor of a 
building just finished. New machines 
were installed. On account of better 
light, ventilation, convenience of layout, 
and new equipment, the output per 
employee increased 20%. In this case, 


‘See page 373. 
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as no change was made in the process or 
type of equipment, no change was made 
in the rate. After a change is made in 
a process, for which the piece-rate has 
been set too high, there is always the 
question as to whether the employer is 
justified in making an entire new time 
study, and new piece-rate, or whether 
the employee is entitled to expect that 
the rate will be reduced only in propor- 
tion as the modification of the process 
reduces the time necessary to perform 
the operation. Some employers, operat- 
ing several plants, even consider it ad- 
visable to incur considerable expense in 
shifting the entire process of manufac- 
ture of a given product to a distant plant 
rather than to reduce the piece-rates on 
these operations when new processes 
have been developed which shorten the 
time of production. 

Finally, even with the best methods 
of time study, where both employer and 
employee believe that maximum produc- 
tion is being attained, considerable 
increase of production is sometimes pos- 
sible. Under the urge of patriotism, 
during the war, and during the general 
reductions of wages in the recent depres- 
sion, cases—too numerous to be called 
exceptions—occurred where production 
increased appreciably beyond what had 
previously been considered possible. In 
some cases the speed may have been 
detrimental to the employee and to the 
equipment. The point is that the man- 
agement, even with the use of all pos- 
sible studies, did not really know the 
capacity of the operatives. 


Difficulties in Administering Piece- 
Rates 


With piece-rates set in the best man- 
ner, there are still other objections. It 
has been largely in an effort to overcome 
these difficulties inherent in the system 
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that the various incentive methods of 
wage payment have been developed. 
These difficulties are of two classes: 
first, inherent defects in a piece-rate, 
and, second, difficulties brought about 
by the use of piece-work but not directly 
connected with the actual rates. 

Inherent defects of piece-rates are due 
to the difficulty that arises from the 
rigidity and inflexibility of the rates. 
Some of the greatest objections to the 
use of piece-work lie in the fact that the 
payment is based entirely on production. 
No account is taken of the unavoidable 
variations of equipment, material, and 
working conditions, which may greatly 
influence the employee’s production. 
Though the employer is responsible for 
such manufacturing variations, piece- 
work shifts most of the burden onto the 
employee. The hardship that would 
have been experienced, if the change 
cited above in the case of the Hawkes 
Spring Company had been in the oppo- 
site direction, can easily be seen. An 
even greater difficulty, and a fundamen- 
tal objection to piece-work, is that no 
allowance is made for the length of 
service, versatility, loyalty, or any of 
the other intangible yet valuable quali- 
ties. It is often the case that a new 
worker, on account of youth and vigor, 
earns as much as an employee who has 
served the company for many years. 
The young worker may be irregular in 
attendance, careless of his machine, and 
capable of doing only the one job on 
which he works, while the old employee 
may be the reverse in all these respects. 
There is no question as to the relative 
value of the two men, and any system 
which pays both equally is unfair. 

The principal objections to piece- 
work, aside from the difficulties inher- 
ent in the rates, result from the empha- 
sis placed on speed. The evils of the 
emphasis on speed take four distinct 


forms. First, high speeds are detrimen. 
tal to equipment, especially where ma. 
chine speeds are not scientifically set, 
This constitutes a further reason fo; 
careful standardization. Second, high 
speed may be detrimental to the work. 
man by causing harmful fatigue. Third, 
the workman may become discontented 
when, because of accidents in the plant 
or low-grade materials, it is impossible 
to maintain customary output and he 
fails to receive the usual wages. Fourth, 
the employee tends to sacrifice quality 
for quantity in production. Elaborate 
procedure for inspection is necessary to 
determine whether spoilage is the fault 
of the workman, or caused by factors 
beyond his control. Even where spoil- 
age is directly attributable to the em- 
ployee, it is a question whether the 
worker should be penalized further than 
the mere loss of his piece-rate for an 
operation improperly performed. 

An illustration of this point is found 
in the experience of the Gradnor Instru- 
ments Company. This company, em- 
ploying 1,200 machine operatives, is 
located in a medium-sized city in which 
are several other plants employing the 
same class of labor. The company 
followed the policy of deducting from 
the wages of the workmen the value of 
the material of all parts spoiled in 
process, when the spoilage was the fault 
of the workman. The responsibility for 
the spoilage was decided by inspectors. 
Some of the executives believed that 
this practice caused increased labor 
turnover, when there was a brisk local 
demand for labor in plants not follow- 
ing this policy. Howeve-, the policy 
was continued, for it was felt that the 
advantage of encouraging efficient pro- 
duction outweighed the disadvantage of 
increased labor turnover arising from 
the preference of operatives to work in 
other factories where there was not the 
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penalty for spoiled work. By maintain- 
ing this check on carelessness, the com- 
pany was able to produce more eco- 
nomically than its competitors, and 
provide more nearly continuous employ- 
ment for its employees. This was real- 
ized by some of the workmen, and 
tended to counteract the tendency to- 
ward high labor turnover. 

There is one other disadvantage of 
the use of piece-work—it does not guar- 
antee a minimum wage. Assurance of 
a minimum wage is important for a new 
operator who may otherwise be penal- 
ized while developing skill in the opera- 
tion. This also applies to an old opera- 
tive learning a different operation, or 
the same operation with new equipment. 
Also, it is desirable where conditions be- 
yond the control of the worker may 
make normal production impossible, and 
result in a period of low earnings. 


The Field of Application of Piece-W ork 


Piece-work, by its nature, lends itself 
well only to cases where the work is 
repetitive. This condition is usually 
found in all manufacturing industries 
that are well standardized as to prod- 
uct. Where many different operations, 
not easily standardized, are performed 
daily by an employee, piece-work is evi- 
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dently not desirable. Piece-work offers 
the employee a chance for higher earn- 
ings and the employer an opportunity 
to lower costs. However, there are 
many administrative difficulties and 
some disadvantages to the employee 
incident to its use. As a summary, it is 
well to list the following conditions 
conducive to satisfaction in the estab- 
lishment and use of the production basis 
of wage payment: 

1. Piece-rates must be guaranteed 
against reduction except when new proc- 
esses are used. 

2. Product, processes, tools, mate- 
rials, and equipment must be thoroughly 
standardized. 

3. Piece-rates should not be set by 
guess, but should be based on careful 
time and motion study. 

4. Careful inspection is necessary. 

5. Consideration must be given to 
the desirability of penalizing employees 
for the value of spoiled parts. 

6. A minimum wage guarantee is 
desirable. 

Even with the above favorable con- 
ditions, many of the disadvantages of 
piece-work remain; particularly the fact 
that it is impossible to adjust the reward 
to employees in accordance with the in- 
tangible elements of the value of an em- 
ployee’s service. 








CASE STUDIES IN BUSINESS 


SEPARATION OF THE BUYING AND SELLING 
FUNCTIONS IN A DEPARTMENT STORE 


E James Anderson Department 
Store, located in a large middle- 
western city, proposed to change 
its form of organization, in order to per- 
mit of more emphasis upon the selling 
of merchandise. The store had sales of 
over $15,000,000, and while sales still 
continued to show a steady increase, the 
management felt that the buying advan- 
tages which the store had long possessed 
were disappearing and that increases in 
sales volume in the future were to be ob- 
tained from sound sales policies, intel- 
ligent sales promotion, and service ren- 
dered to the public. 

The organization chart of the James 
Anderson Department Store (Chart I) 
had, like most department stores, three 
main divisions: merchandise, service, 
and control. 

Each of the buyers, under the mer- 
chandise division, operated his depart- 
ment or departments as an individual 
unit, although policies had to conform 
to the general policies of the store. 
The buyer purchased, priced, received, 
marked, and inspected all merchandise, 
handled some of the complaints and ad- 
justments, and also had full charge of 
selling. He arranged with the advertis- 
ing manager for newspaper advertising, 
window displays, and other forms of 
publicity. 

Although the service division had 
charge of hiring and discharging sales- 
people, the buyers supervised the sales- 
people in their departments and made 
recommendations to the service division 
for the transfer or discharge of ineff- 
cient help. Floormen from the service 



































division theoretically supervised the 
salespeople from the standpoint of ser. 
vice, but in many cases the floormen were 
dominated by the buyers and showed 
little authority in the department. 

Because of the extended duties which 
had been delegated to the buyers in the 
past, high-salaried men had been em- 
ployed. Although in a majority of cases 
buyers had been efficient department 
managers, the management had con. 
cluded that it was impossible for a 
buyer, attending to the duties connected 
with the actual purchasing of merchan- 
dise, to give sufficient time to selling the 
goods. The management had previous. 
ly asserted that in order to buy mer- 
chandise most efficiently a buyer should 
be in close contact with the public, and 
that this was possible only by giving the 
buyer full charge of the disposal of 
merchandise. Inasmuch as buyers were 
spending more time in the markets, it 
had become evident that they could not 
give much time to selling and that their 
position in the organization as heads of 
departments, consequently, was not re- 
sulting in close enough contact with cus- 
tomers. A new plan of organization 
was, therefore, deemed advisable. 
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The New Plan 


The new plan of organization (Chart 
II) in its preliminary form, suggested 
four main divisions—buying, selling, 
service, and control. The selling divi- 
sion was to assume the selling functions 
heretofore performed by the service 
division and the selling functions here- 
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cofore handled by the merchandise divi- 
sion. The buying division would inter- 
pret demand and in conjunction with 
the selling division determine the amount 
and kind of merchandise to be pur- 
chased. The chief function of the buyer 
would be to purchase merchandise and 
to have it delivered as promised. Re- 
lieving the buyer of the detailed respon- 
sibilities of selling would permit him to 
spend a larger part of his time in the 
markets and place him in a better posi- 
tion to deal with resources and secure 
the most desirable offers. 
The selling division would receive the 
merchandise, mark it in accordance with 
prices stated by the buyer, store it in 
reserve stock, and send it to forward 
stock as needed. The placing of these 
duties under the selling division, instead 
of under the service division or the buy- 
ing division, was advisable in order to 
make certain that the goods would be 
sent to forward stock as expeditiously 
as the selling division desired. Floor 
superintendents, representing the selling 
division on the selling floors, would take 
care of all relations with the public in 
selling and adjusting complaints. The 
floormen would have direct supervision 
over all salespeople and would have full 
authority to recommend transfers. The 
head of the selling department would 
cooperate with the personnel office in 
hiring and discharging salespeople. 

I'he publicity department would be 
subordinate to the selling division, and 
no publicity work would be handled by 
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the buyers. No selling department 
would be responsible, as a unit, to a sin- 
gle major division of the store organiza- 
tion, since the buyer would be under the 
control of the head of the buying divi- 
sion and the floor superintendents would 
be directly responsible tc the head of 
the selling division. Although each de- 
partment would remain a separate unit, 
authority would center in both the buyer 
and the floor superintendent. 

Floor superintendents in the past had 
received decidedly smaller salaries than 
buyers, but the management of the com- 
pany proposed to employ higher sal- 
aried men for this work, and to place 
them as nearly on a par with buyers as 
possible. The buyers would not be able 
to dominate the departments as they had 
in the past, but would only supervise 
the purchasing of the merchandise. 

The service division under a super- 
intendent of service would have control 
over mechanical maintenance, delivery 
service, packing, porters, telephone ser- 
vice, tube room and equipment, ware- 
house and store methods. The control 
division, as under the present form of 
organization, would be responsible for 
all matters of financial policy and finan- 
cial planning. All the office force con- 
nected with the accounts, and the audit- 
ing of sales slips, would be under the 
jurisdiction of this division. 

Theoretically sound organization 
plans have failed to work in practice on 
account of indifference to the plan of 
organization, and on the other hand, 
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plans of organizations which have ap- 
peared to be theoretically unsound have 
worked well in practice because of the 
presence in the organization of person- 
alities which were sufficiently strong to 
make the plans a success.? 


Separating the Buying and Selling 
Functions 


The department store has been pri- 
marily a buying institution in that its 
power to purchase in larger quantities 
at better terms has given it an enormous 
advantage over its smaller competitors. 
Profits in the past have been made on 
good buying, and this has resulted in a 
buying atmosphere permeating the store. 
This buying advantage is disappearing 
with the growth of competitors and of 
cooperative buying associations, the de- 
velopment of buying offices in primary 
markets by smaller concerns, the increas- 
ing standardization of buying methods, 
and the development of more ethical 
selling practices by manufacturers and 
wholesalers, particularly in regard to 
price policies, terms and discounts. The 
introduction of better selling methods by 
specialty stores has also served to off- 
set the advantages possessed by the de- 
partment store. Increases in sales in 
the future will be made by giving service 
to the customer, by intelligent sales pro- 
motion and sales planning. Because of 
the presence of this buying attitude in 
department stores, intelligent sales pro- 
motion is not possible without such 
changes as will assign the direction of 
sales to persons who possess a selling 
point of view. The proposed plan of 





1The organization of most department stores 
in the past has been shaped at the top in such 
a manner as would suit best the ability and ca- 
pacity of the various persons who owned an interest 
in the store. This was due tc the fact that de- 
partment stores were owned or controlled in most 
cases by a particular family or by a few people. 


the James Anderson Store is an atte 
to introduce this point of view. 

In the not far distant past stores sold 
only merchandise. The “take jt or 
leave it” policy prevailed. This policy 
has almost entirely disappeared and 
stores are beginning to sell service with 
the merchandise. A comparison of 
prices in a given city will show that dif. 
ferences in prices for a given quality of 
merchandise are largely attributable to 
service, and that the higher the price 
the more service is required to sell the 
goods. Merchandise service should 
consist not only of delivery, charge ac. 
counts, part payment plans, and rest 
rooms, but also of service in a larger 
sense—intelligent sales advice to the 
customer, courtesy, and thought for the 
individual needs of the customers. 

Buying requires a different tempera- 
ment from selling, and a good buyer is 
seldom a good salesman. The charac- 
teristics of a good buyer are ability to 
judge merchandise values, the ability to 
seek out new merchandise resources, 
bargaining ability, and a knowledge of 
trade requirements. The selling char- 
acteristics include enthusiasm, a knowl- 
edge of human nature and of consumers’ 
buying motives, and a knowledge of the 
most effective selling appeals.* The 
buyer, because of his other duties and 
responsibilities, too often pays little 
attention to customer service. The re- 
moval of selling functions from the sv- 
pervision of the buyer will permit of 
more service to the customer. 

As it becomes more and mo ¢ ficult 
to sell merchandise, the value of intel- 
ligent sales promotion and planning and 


mpt 





2 A large portion of department store sales efforts 
has been directed towards a secondary appeal— 
price. For a discussion of the value and use of 
various appeals in advertising, see an article by 
Melvin T. Copeland in the Harvard Busi- 
Ness Review, Vol. II, No. 2. 
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good salesmanship comes to the fore. 
Manufacturers, wholesale concerns, and 
chain-store organizations have sepa- 
rated the buying and selling functions 
with success. Large organizations per- 
mit of specialization; by relieving the 
merchandise manager in a department 
store of selling duties, another step to- 
wards specialization can be undertaken. 

A large portion of the buyer’s time 
must be spent in the market looking for 
merchandise and new sources for mer- 
chandise. While new buying resources 
and good merchandise are very impor- 
tant, few buyers can be made to realize 
that selling is becoming just as im- 
portant as buying. The net result is 
that the selling end of a department is 
very likely to be neglected. There is 
always a tendency for buyers to be sat- 
isfied with the sales force as itis. The 
placing of selling duties under the juris- 
diction of a separate selling organiza- 
tion and the improvement of the caliber 
of floor superintendents will result in 
more aggressive selling efforts. 

A big obstacle in the way of intro- 
ducing the separation of buying and sell- 
ing functions is the placing of definite 
responsibility. Under the present plan 
of organization in the James Anderson 
store, the buyer is responsible for 
profits, thereby creating an interest 
which is somewhat akin to a small store 
proprietorship interest. Under the pro- 
posed plan with the merchandise func- 
tions under two heads, the buyer could 
not be held responsible for profits, for 
no man can be held responsible for any- 
thing over which he has only partial 
control. This difficulty can be obviated 
if the two divisions are properly coor- 
dinated and the buyer is made respon- 
sible for mark-up or gross profits and 
the selling division held responsible for 
selling expenses. 

Some stores feel that the buyer knows 
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best why he bought the merchandise and 
that the buyer alone can transmit to the 
selling force the enthusiasm which 
caused the purchase. The salesperson 
is not ordinarily interested in pushing 
the sale of goods which he or she does 
not like. The influence of the buyer 
with his various ideas as to the merits 
of the purchase is a constant spur to bet- 
ter efforts. But the buyer can transmit 
this enthusiasm to the man on the floor, 
who will be trained in the art of selling, 
and the floorman can apply his knowl- 
edge of sales promotion in securing bet- 
ter results than could be obtained by the 
buyer. 

Another problem connected with the 
division of functions in the merchandis- 
ing end of a department store is that 
of furnishing the buyer sufficient contact 
with the trade. The salesman is or- 
dinarily not capable of transmitting the 
customers’ suggestions to the buyer with 
a correct interpretation. This can be 
met by establishing a call system where- 
by customers’ demands may be turned 
over to the buyer for his information. 
Statistical information could be used, 
but this is merely a supplement to con- 
tact with the trade and not a substitute. 
The use of a shopping or comparison 
department, contact with other stores, 
contact with the merchandise manager, 
and contact with travelers while in the 
markets will furnish additional trade in- 
formation. Moreover, the buyer can 
still spend his time, when not away on 
buying trips, in the department, thereby 
obtaining such contact with the trade as 
is necessary. It may be contended that 
this will result in the continued control 
of the selling function by the buyer. 
If the buyer is stronger than the floor- 
man, the selling division will have to 
place a man in that department who will 
be able to run the department in accor- 
dance with the ideas of the head of the 
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selling division. The outstanding dif- 
ficulty with the suggested plan of or- 
ganization is the failure to provide for 
continuous coordination of the merchan- 
dise functions. The selling functions 
being in a separate division from the 
purchasing functions, there will be no 
single person in charge of merchandis- 
ing activities and the correlation of 
these activities will be a hit-or-miss af- 
fair. It is difficult to get a department 
store buyer to admit that a mistake has 
been made. As a result there will be 
constant “passing the buck” from the 
buying division to the selling division, 
and constant friction is likely to ensue. 

A possible method of bringing about 
coordination between the buying and the 
selling divisions, and at the same. time 
obtaining the indicated advantages, 
would be to place both the selling and 
the buying divisions under one man in 
charge of merchandising with the rank 
of vice-president or general manager. 
Under this head official can be a mer- 
chandise manager in charge of buying 
and a sales manager in charge of selling 
(Chart III). Meetings of the three 


men can bring about coordination. 
The Sales Manager 


The sales manager in a department 
store organization should be more than 
a mere foreman of salespeople. He 
should be a person who is able to en- 
visage the future and decide upon def- 
inite sales policies, who is sufficiently 
well trained in sales promotion to be 
able to overcome the selling defects of 
buyers, who can direct the manipulation 
of goods in such a manner as to have 
the right merchandise, at the right time, 
and at the right price, as often as is 
humanly possible. The actual planning 
of stock and stock limits, however, 
should be left to the merchandise man- 


















































ager, subject to the approval of the 
sales manager. He should be able to 
spur others on to better effort, able to 
analyze salespeople in order to obtain 
the best they have to give.* Further, 
he should be able to urge the buyer on 
to buy merchandise which he feels the 
store should have, he should be able to 
supervise sales instruction and _ sales 
talks, he should be able to correlate 
sales activities in relation to seasons. 
He should possess a sufficient knowl- 
edge of advertising to supervise and 
guide the entire publicity of the store. 
The sales manager should direct these 
major functions of planning, manage- 
ment of stocks, and determination of 
methods, and his assistants on the floor 
should supervise performance and actual 
selling. The sales manager should be 
a man of large capacity and, as such, 
he deserves to be placed upon a footing 
equal to that of the merchandise man- 
ager in charge of buying. 

The sales manager and the merchan- 
dise manager could jointly formulate 
plans. The merchandise manager could 





8 Because of the advantages of centralized train- 
ing departments, the actual training of salespeople 
should be left to the personnel department which 
would be under’ the service division. The sales 
manager could cooperate with the personnel div!- 
sion in order to develop better training courses. 
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direct the buying through the usual 
channels and the sales manager could 
direct selling. In stores which have the 
division system of control,* the sales 
manager could work through a division 
sales manager who would be somewhat 
akin to a branch manager in other lines 
of trade. The buyer could have charge 
of all functions concerned with the pur- 
chase of merchandise and the represent- 
atives of the sales manager could have 
charge of selling the merchandise and 
of customer service. 


Conclusion 


It was not long ago that the sales 
manager, a special person in charge of 
selling, was almost unknown in the busi- 
ness world. Business after business has 
realized the increasing importance of 
better directed selling efforts. The real- 
ization of this necessity in the depart- 
ment store field will mean the introduc- 
tion of the sales manager and the sales 
view-point into the department store or- 
ganization. 


‘The division system of merchandise control in 
a department store is the contribution of the de- 
velopment, higher up in the organization, of an 
interest akin to that of a small store proprietor- 
ship. Instead of a centralized merchandise con- 
trol, a number of departments are assigned to 
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The selling problem in a department 
store, because of style and other factors, 
is essentially broader than the problem 
in other industries and hence an elastic 
organization is needed. The introduc- 
tion of a sales manager under a coor- 
dinating officer will serve to offset the 
buyers’ defects, and at the same time 
provide elasticity. 

A department store is just a number 
of selling and buying units grouped and 
coordinated under one roof. These 
units possessed buying advantages in the 
years gone by, but these advantages are 
beginning to disappear, or rather, are 
being shared by more stores. Stores 
now sell service along with merchandise. 
In order to give proper service more 
attention must be paid to the customer 
and to the selling of merchandise. 
While the suggested plan presents some 
difficulties, it opens a way to further 
progress in the effort of department 
stores to give the customers exactly 
what they want. 


one man, called a division manager. The buyers 
in the assigned departments are under the direct 
supervision of the division manager and the divi- 
sion manager is held responsible for profits in the 
departments under his supervision. The buyers, 
instead of reporting directly to the merchandise 
manager, report to their division manager. 





CANCELATIONS' 
THE RANDOLPH SHOE AND LEATHER COMPANY 


T= Randolph Shoe and Leather 
Company manufactures medium- 
priced men’s shoes, which it distributes 
under its own brand to shoe retailers 
throughout the United States. Its fac- 
tory, together with others throughout 
the country, had operated at high pro- 
duction levels for about a year prior to 


M ay, 1920. Shoe retailers had experi- 


| * This is the second of a series of three articles 
‘ealing with cancelation practices, 


enced several profitable seasons and as 
a result were carrying increasingly large 
stocks. Prices both for raw leather and 
for finished shoes were the highest ever 
known for six months prior to May, 
1920. 

By a combination of a knowledge of 
similar past situations and an economic 
forecast, the company foresaw a severe 
decline in the prices of shoes and 
leather. They had reached this de- 
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cision prior to the spring selling season 
of 1920. Although in the buying aspect 
of the business it was entirely possible 
for the executives to handle the raw- 
material commitments of the company 
in accordance with a fixed belief in a 
price decline, it was far more difficult 
to reach the retail customers of the com- 
pany and control selling along the same 
lines of retrenchment. Not only was 
there a very large number of dealers, 
but an additional obstacle was present 
in the salesmen of the company, each of 
whom had to be convinced that a period 
of liquidation was certain before the end 
of the calendar year. 

Instructions to the salesmen were defi- 
nitely to accept orders for immediate 
requirements only, but it was soon evi- 
dent that they were being influenced by 
the general optimistic spirit of the re- 
tailers. The denial of customers’ de- 
mands was entirely opposed to the 
salesmen’s experience, and they failed 
completely in many cases to carry out 
the company’s instructions for the tak- 
ing of orders. Credit standing seemed 
to be the only restricting factor in the 
size of the retailers’ orders that came 
in through May. 

In that month definite indications of 
a business collapse appeared in most 
lines of business. Shoe retailers discov- 
ered that consumers were unwilling to 
purchase shoes at the prevailing high 
prices. A “buyers’ strike’ began. 
Dealers were forced to use every avail- 
able means to secure enough cash to 
meet their current bills. Shoe prices 
were cut to below cost, but the resultant 
volume of sales was small. 

Shoe retailers then began to cancel 
their orders for the coming season. It 
appeared that 90% of the spring’s ad- 
vance orders would be canceled. Shoes 
already received were being returned by 
some dealers as well. Various excuses 


were given for these returns, but ; 
tigation by the Randolph as ee 
Leather Company revealed the fact that 
the retailers could not sell the shoes and 
hoped to reduce their obligations by re. 
turning them to the manufacturer, This 
situation resulted in large losses to the 
Randolph Shoe and Leather Company 
in the ensuing months and had a demor. 
alizing effect upon the several executives 
in charge of the planning of production, 
purchasing, and sales. They considered 
the action of shoe retailers unjust, and 
urged the president of the company to 
enforce the sale contracts by means of 
recourse to the courts. 

The president of the company re- 
garded this suggestion with disfavor. 
He had seen similar periods of liquida- 
tion occur in other business cycles and 
realized that satisfactory future rela- 
tions could not be built up through a 
series of lawsuits. It was evident that 
many of the customers, including many 
who merited the confidence of the com- 
pany, were really unable to meet their 
order contracts. There was, on the 
other hand, the great danger that many 
retailers would come to regard their or- 
ders as one-sided agreements, despite 
their enforceability at law, and would 
tend to cancel orders upon even slighter 
pretext in the future. He therefore de- 
cided to bring immediate suit against 
three of the most flagrant offenders. 
This action would show the legal rights 
of the Randolph Shoe and Leather 
Company. It would not arouse the ill 
will of the majority of the trade, but 
would, he hoped, check the tendency 
toward cancelation and show the retail: 
ers the need of more cautious action in 
the future. 

The contracts taken by the Randolph 
Shoe and Leather Company for the pur- 
chase of shoes for the fall season of 
1920 were legally enforceable. They 
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were taken in good faith after caution- 
ing customers to buy carefully. The 
company would have been justified, 
therefore, in enforcing those contracts. 
Legal action in all cases would have 
shown the retailers their responsibility 
for their contracts and would have re- 
duced future cancelations to a minimum. 
Such action would have gained the im- 
mediate support of the junior executives 
of the company and raised the morale 
of the organization in the ensuing 
months. 

Customers might have considered 
lawsuits, however, an unfair means of 
securing an advantage when conditions 
uniformly made it difficult or impossible 
to fulfil their obligations. The majority 
of the company’s customers were certain 
to look upon court proceedings under- 
taken during a period of wide-spread de- 
pression as being entirely different from 
similar proceedings undertaken during 
normal periods to enforce the com- 
pany’s right in the usual routine of 
business. Such an attitude on the part 
of retailers would have been detrimental 
to the company’s future sales, unless the 
same policy were adopted uniformly by 
other shoe manufacturers. But other 
manufacturers, in this and in other 
trades where direct-to-retailer was the 
method of distribution, were very gener- 
ally lenient where good-will and the 
maintenance of their distribution were 
at stake. 

Court proceeding would have en- 
tailed substantial expense. Each case 
would have had to be tried separately 
and specific losses proved, involving 
lengthy proceedings and considerable 
cost. Suit in each case would have had 
to be filed in the state in which the re- 
tailer was located; with customers in 
nearly every state, this would have been 
an important factor of expense. It is 
certain, since most of the canceled or- 


ders ranged from $500 to $1,500, that 
the cost of prosecution would have been 
equal at least to the amount recovered. 
One suit which was brought for $700 
cost in the end approximately $1,600. 
Court decisions in many cases would 
have forced retailers into bankruptcy 
with insufficient assets to meet the judg- 
ment. A large amount of the time of 
the executives of the Randolph Shoe 
and Leather Company would have been 
consumed in testifying before the courts. 
This would have resulted necessarily in 
neglect of their regular duties. 


Conclusion 


The policy adopted by the Randolph 
Shoe and Leather Company seems to 
be sound. It was not necessary to prose- 
cute all offenders in order to demon- 
strate to all its customers the validity of 
the company’s rights and the danger in- 
volved in future reckless cancelations 
on their part. The company desired 
particularly to make an example of the 
more speculative, less desirable type of 
retailer who often canceled on the 
slightest pretexts. At the same time, 
this policy did not offend those custom- 
ers, really unable at the time to meet 
their obligations, whose trade the com- 
pany desired to retain. An even more 
important lesson was presented to the 
junior executives of the company and to 
the salesmen by the striking demonstra- 
tion of the impossibility of adequately 
recovering losses through suits. Had 
they followed instructions and relied on 
the judgment of the company’s higher 
officials in refusing to accept any but or- 
ders for immediate needs, there would 
have been no such losses as occurred. 
It was as important to the future wel- 
fare of the company to have the sales- 
men and all the executives cooperate in 
carrying out such policies as the com- 
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pany laid out in the spring of 1920, as 
to have the retailers avoid cancelations. 

A similar situation—though of course 
less acute—arose in the spring of 1923 
when orders for the fall trade reached 
a high point. At that time retailers 
were warned not to buy in excess of im- 
mediate needs, and orders were taken 
in accordance with a conservative pol- 
icy. When leather prices dropped 
during the summer, the company expe- 
rienced no difficulty from the less desir- 
able retailers who had in former years 
canceled orders on no better pretext. 
The problem of securing more complete 
cooperation in the organization was met 
by these events—not serious in them- 
selves, but helpful in building a sounder 
foundation for the future. 


Comparison with Harrison Steel 
Company? 


The situation faced by the Randolph 
Shoe and Leather Company in May, 
1920, was somewhat different from that 


2 See Harvarp Business Review. Vol. II, No. 2. 


of the Harrison Steel Company. The 
cancelations in the case under discussion 
were more serious and less excusable 
since they not only included future or. 
ders as yet unmanufactured as in the 
case of the Harrison Steel Company, 
but also included the return of shoes al. 
ready received in stock by the retailer. 
Nor was there in this trade any such 
established method of giving orders for 
an indefinite amount. Shoe dealers 
might soon come to consider any or all 
of their unsalable stock subject to re. 
turn to the manufacturer if, in 1920, 
such returns were allowed without ques- 
tion. The Randolph Shoe and Leather 
Company had reason to consider itself 
less responsible than the Harrison Steel 
Company for the overstocking of the 
trade, since it had warned its customers 
of the impending decline in prices. It 
seems, therefore, that the Randolph 
Shoe and Leather Company would have 
been more fully justified than the Harri- 
son Steel Company in enforcing its con- 
tracts in 1920, though it found it ex- 
pedient to do so in only a few test cases. 


THE COST-PLUS BASIS FOR A LONG-TIME 
PURCHASE CONTRACT 


: oe Monsted Company, a large 
consumer of high-grade special 
steels, had found it necessary to experi- 
ment constantly in the development of 
grades of steel suited to its purposes. 
As a means of effecting a working agree- 
ment with the Beverly Steel Company 
for the development of special steel by 
the Monsted engineers in the Beverly 
plant, and for subsequent purchases of 
both standard and special steel, a con- 
tract with the following provisions was 
submitted for consideration. 

1. The Monsted Company was to 
purchase every year from the Beverly 
Steel Company a quantity of steel no 


greater than the maximum and no 
smaller than the minimum limit specified 
in the contract. The maximum limit 
represented approximately 35% of the 
Monsted Company’s requirements in 
prosperous years, while the minimum 
limit equaled from 90% to 110% of 
the company’s needs during business de- 
pression. 

2. All orders under the contract 
were to be filled on the “cost-plus” basis. 

3. The books of the Beverly Steel 
Company were to be open to inspection 
at all times by auditors of the Monsted 
Company. 

4. The Monsted Company was priv- 
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‘leged to use the facilities of the Beverly 
Steel Company in developing and per- 
fecting various grades of steel. 

5. The contract was to exist for an 
indefinite period, but might be termi- 
nated or amended one year after writ- 
ten notice to that effect by either party. 

Consideration of this proposed con- 
tract discloses two fundamental issues: 
the advisability of a long-term purchase 
contract with definite limits, and of a 
cost-plus price basis. 

It was suggested that, inasmuch as 
the Monsted Company occasionally 
used less steel than the quantities speci- 
fied by the minimum limit, it was un- 
wise to commit itself to purchases in 
excess of requirements. Furthermore, 
at maximum production 65% of the 
steel used by the company was obtained 
from manufacturers other than the 
Beverly Steel Company. In order to 
retain the good-will of these manufac- 
turers, it was desirable that a portion 
of the company’s requirements be as- 
signed to them even when production 
was at its lowest. This was impossible 
until obligations under the contract had 
been fulfilled, or unless speculative pur- 
chases were made above requirements. 

Only in the severest depression, how- 
ever, would the Monsted Company’s re- 
quirements be less than the quantity 
specified by the minimum limit. At all 
other times there were purchases that 
could be assigned to other steel manu- 
facturers. Since most of the steel pur- 
chased outside would be standard, the 
element of good-will would not be a 
large factor. As the company expanded, 
furthermore, an increasing quantity of 
steel would be required above the speci- 
hed minimum. 

To the Beverly Steel Company a 
long-term contract offered the evident 
advantage of the assurance of a definite 
market for a portion of its product. 





While the termination clause carried 
with it the element of danger that the 
Beverly Steel Company might find itself 
with equipment for manufacturing spe- 
cial steel with no market, yet the very 
fact that this was a special steel made 
it unlikely that the Monsted Company 
would find it advisable to terminate the 
contract. 

To the Monsted Company the long- 
term contract meant the obtaining of 
the desired experimental privilege, 
which probably could not have been ob- 
tained in any other way. It offered the 
advantage of securing special grades of 
steel manufactured under the technical 
supervision of its own engineers, and it 
offered, further, the assurance that the 
needed steel could always be secured re- 
gardless of conditions in the industry. 
While it might have been unwise, in the 
face of ever-changing conditions, to bind 
the company in the purchase of standard 
products to a contract for a long period 
of years, it was justified in a case where 
close cooperation and research were 
necessary. The company, moreover, 
had the protection of the provision al- 
lowing for modification or termination 
of the contract one year after written 
notice had been given. 

The wide-spread use of the cost-plus 
principle by the Government during the 
war has resulted in considerable study 
and comment. So unsatisfactory has the 
general experience been, that any at- 
tempt to apply the cost-plus basis to in- 
dividual private enterprise must bear 
the burden of proof as to what special 
circumstances warrant its adoption. 

From a purchasing standpoint alone 
the cost-plus basis offered the Monsted 
Company both advantages and disad- 
vantages. During depressions when or- 
ders are at a premium and all steel 
manufacturers are reducing prices in or- 
der to maintain production, the Mon- 
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sted Company would be able to pur- 
chase its steel on the open market at less 
than the cost-plus price of the Beverly 
Steel Company. In boom periods, on 
the other hand, when other steel manu- 
facturers have more orders than they 
can fill, their prices might be consider- 
ably in advance of the cost-plus price. 
The contract provided for only 35% of 
the Monsted Company’s needs, so that 
during a period of prosperity the re- 
maining 65% would have to be pur- 
chased at the higher prices—unless 
speculative purchases made in the period 
of depression had already provided for 
this need. 

All purchases assigned by the Mon- 
sted Company to the Beverly Steel Com- 
pany during business depressions pre- 
sumably reduced the cost per ton 
through increased production and the 
ability to retain the organization intact, 
yet this possible gain was uncertain and 
would be liquidated over the entire pro- 
duction. 

The evident fluctuation between a 
fair cost-plus price and the actual mar- 
ket price of standard steels introduced 
a legal element. While not probable, 
yet there is the possibility that future 
court decisions might construe the dif- 
ference between cost-plus price and the 
actual market price in periods of pros- 
perity as unfair discrimination and as a 
violation of the Clayton Act.? 

The main objection to the cost-plus 
principle is its tendency toward in- 
creased costs. There is little incentive 
offered the manufacturer to keep costs 
down, while there is a strong temptation 
to the unscrupulous manufacturer to in- 
crease costs. Even where there is close 
cooperation between parties and the best 





1The Clayton Act, Section 3, provides briefly 
that discrimination is unfair and unlawful if it 
substantially lessens competition or tends to create 
a monopoly in any line of commerce. 


of intent, there is not that tremendous 
pressure of competition which drives 
every factory manager to reduce costs. 

The Monsted Company had had sat. 
isfactory relations with the Beverly 
Steel Company, and there was no cause 
for suspecting that in computing costs 
the latter would include any unjustifiable 
elements. Nevertheless, to insure mv- 
tual satisfaction auditors of the Mon. 
sted Company were to have access to 
the Beverly Steel Company’s books. 

Such a provision suggests numerous 
difficulties for both parties. In the first 
place a very definite plan of cost ac- 
counting would be necessary to insure 
safety, since there might be wide dif- 
ference of opinion in the proper dis- 
tribution of burden and indirect costs. 
Although there is a growing tendency 
toward openness of dealing and frank- 
ness concerning internal statistics, still 
the Beverly Steel Company would be 
taking a long step in this direction by 
unreservedly opening its books to inspec- 
tion by the Monsted Company. It 
would, further, place upon itself the 
legal burden of proof as to the reason- 
ableness of the costs included. 

The fact that the cost-plus basis was 
to apply to both standard and special 
steel made the possibilities of disagree- 
ment still greater. The cost-plus basis 
for the purchasing of standard types of 
product, for which competitive market 
quotations are continually available, is 
admittedly illogical. There was, on the 
other hand, some justification for the 
use of cost-plus for the experimenting 
and developing of special steels. Here 
close cooperation would be necessary be- 
tween the Monsted engineers and the 
Beverly Steel Company. Experimental 
expense could be quite fairly determined 
and allocated to the purchases of special 
steel. Since there would be no market 
price for the new grade of steel, some 
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basis for determining purchase price 
would be necessary to arrive at a fair 
price. 

Convinced that the terms of the 
agreement were satisfactory, and rely- 
ing for protection on the modification 
or termination provision, the Monsted 
Company decided to accept the con- 
tract. 

Such a decision was made in the face 
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of the manifest difficulties of a long- 
term, cost-plus contract and was justified 
by the need of the company for facili- 
ties in developing and securing suitable 
grades of steel, just as the driving force 
of war emergency justified Government 
cost-plus contracts. The success of this 


contract depends largely on the degree 
of trust and cooperation between the 
Monsted and the Beverly concerns. 


METHODS IN THE SETTING OF PIECE-RATES BY 
TIME STUDY 


Si Mentley Automatic Devices 
Company manufactures electric 
generators and starters for automobile 
and stationary motors. The company 
employs 1,200 men in the departments 
given over to the production of these 
two lines, 75% of whom are working 
on a piece-rate basis. From time to 
time, the company designs new products 
and new models of old products, and 
for this reason a permanent method of 
setting piece-rates is deemed essential. 
In setting piece-rates, two major fac- 
tors must be considered: (1) the actual 
time which the worker takes in perform- 
ing one operation; and (2) the day- 
wages to which the worker is entitled, 
as dictated by the wage level for his 
class in the community in which he 
works. It is with the first of these fac- 
tors only that the problem is concerned. 
The company considered two methods 
as bases for determining the time re- 
quired. One was the employment of 
professional time-study men; ! the other, 


‘In many factories the method is to employ a 
group of trained men for the purpose of studying 
in detail the operations performed by one or more 
workmen in processing a quantity of a specified 
part. By an analysis of the operation into its vari- 
ous elements (motions), they become familiar with 
its requirements and are able to record the time 
taken by the workman in performing each of the 


the recruiting of a group of skilled 
operatives from the departments con- 
cerned, one or more of them to perform 
the actual operation required and to 
record the time consumed.? 


The First Alternative 


Detailed time study, by men who are 
not operatives but who have been 
trained in the analysis of operations, has 
four advantages. 

In the first place, a careful study of 
the motions that make up the complete 
operation enables the observer to detect 
soldiering—false motions, retards on 
certain elements of the task, idle periods 
inserted at definite intervals, or a slow- 
ing down of all movements. Motion 
study should reveal the false motions. 
Idle periods and retards at specific 
points in the performance can be de- 
tected when the times taken by the same 
operative on different occasions are com- 
pared. A comparison of the elementary 


elements. Their work includes the examination 
of the purpose and value of elements in the opera- 
tion. 


2 These men are regular workers receiving the 
rate of wages prevalent in the community, but 
when they are called to do time-study work, they 
receive a higher rate. 
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times of different men will bring out any 
flagrant attempts at uniform slowing 
down for the entire operation. 

A second advantage lies in the fz-t 
that in analyzing an operation to get 
the shortest and most efficient standard 
time, a time-study expert is not influ- 
enced by the force of custom. He has 
not performed the work of running a 
particular machine for any great length 
of time. Many supposedly skilled oper- 
atives are guilty of wasted effort, 
despite their long experience, merely be- 
cause it has become a habit. The time- 
study man, because of his unbiased point 
of view, is in a much better position to 
detect this wasted effort than is the 
worker. 

Further, a permanent record is avail- 
able for appeal and reference, in the 
statistics of all the elementary times 
studied and taken. After a sufficient 
number of these unit times has been 
filed, there is very little further study 
necessary, because total times can be 
made up from the records of the ele- 
ments. There will be certain motions 
in handling and adjusting the machines 
which will be performed regardless of 
the piece to be processed. In such cases, 
the time of processing will be the only 
element which will have to be deter- 
mined. These records will be useful in 
settling disputes as to rates. 

Finally, detailed time study conduces 
to accuracy in setting times. As a re- 
sult, the chance for dispute is by so much 
minimized. Then again, the standard 
accurately determined is likely to be one 
which will help greatly to increase the 
efiiciency of the shop, in that false and 
sometimes tiresome motions are elim- 
inated after a studied observation has 
been made. 

There are, however, certain obstacles 
to be overcome when correct time study 
is undertaken which tend to offset these 


advantages. The workman resents the 
use of the opinions of the time-study 
man in setting the rates. He feels that 
he is the only one who is in a position 
to determine how long a certain job or 
operation should take or what elements 
are necessary, since he has the benefit 
of experience in performing the work. 
He has, therefore, no confidence in the 
results as tabulated by the observer. 
From the worker’s point of view, this 
is a logical contention, difficult to com. 
bat. 

Secondly, a worker under observa. 
tion, whose movements are being 
watched and timed, will become self- 
conscious and unable to perform his task 
as expeditiously as under normal oper- 
ating conditions. Under these circum. 
stances, the times as taken will not be 
as correct as if the workman were timed 
without his knowledge. Even under 
ideal working conditions, where com- 
plete cooperation of workers and man- 
agement is assured, when professional 
time-study men are introduced, this in- 
itial nervousness on the part of the em- 
ployee must be overcome. Furthermore, 
an arbitrary allowance must be made 
for factors not capable of measurement. 
Such factors include rest periods, the 
personal requirements of the employee, 
unavoidable variations in the quality of 
the materials or in the condition of the 
equipment, time lost in changing tools, 
time required to change from one type 
of process to another, the moving of 
raw and completed stock, the lower per- 
formance of the later hours of the day, 
and the fact that all the men who will 
be retained as satisfactory for a job are 
not equal to the best man. It seems 
illogical to take such pains in timing the 
actual operation elements and yet arbi- 





8 E. D. Jones, Administration of Industrial Enter- 


prises, p. 237. 
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CASE STUDIES IN BUSINESS 


trarily estimate factors of such impor- 
tance as those just mentioned. 

It will be seen, then, that the objec- 
tions to detailed time study by observers 
center around the human element. 
These factors should not be underesti- 


mated. 
The Second Alternative 


The selection of the most highly 
skilled operators in the departments, to 
form a group which will perform the 
actual operations and record the time 
taken, has three advantages. 

By segregating such men and giving 
them higher wages for the added re- 
sponsibility, the management creates an 
incentive for all men in the department 
to perform their work efficiently, so that 
they may qualify for promotion to the 
time-study group. Not only will in- 


creased production result, but there will 
be a reduction of soldiering and, uncon- 


sciously, a weeding-out of false motions. 

Again, all the operators would have 
confidence in the times as determined 
by the more skilled workmen among 
them. They could rightly feel that the 
task was set so that the average man 
could earn a living wage and not be 
fatigued at the end of the working day. 
Such a feeling of general security would 
minimize the disputes which so fre- 
quently arise when new rates are set. 

These highly skilled men could serve 
as teachers to bring the slower man up 
to the average level of the shop as re- 
gards production and earnings. The 
worker is much more likely to be recep- 
tive to such instruction than if it were 
given by a man who had merely ob- 
served the operation. 

Factors, however, can be brought out 
which are unfavorable to this plan. It 
may be said that the operatives charged 
with the task of determining standard 
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times may not be conversant with the 
best methods of performing the opera- 
tions and that only by much practice 
will they attain the proficiency required 
to set accurate rates. Because gf this, 
times set will be excessive. But this 
method contains elements which tend to 
correct this disadvantage. The men 
making the time studies will be paid ex- 
tra while thus engaged. They are the 
best men in the shop, and, as such, have 
a reputation to uphold. They are at- 
tempting to perform the new operation 
with a minimum amount of delay and 
false motion, in order that no average 
workman can make a higher rate than 
they are capable of and supplant them 
in the select group which receives higher 
wages. There is present the incentive 
both to the men in the group and to the 
ordinary operatives to do the work bet- 
ter; the one to remain in the group, the 
other to be taken into it. 

By this method, over-all time studies 
—that is, studies of the total time re- 
quired—will be made, rather than ele- 
mental time studies, in which the time 
of individual motions is found. This 
has some disadvantages. No two oper- 
atives work in exactly the same way, 
and it will be more difficult to establish 
and enforce a definite method of opera- 
tion. In case of dispute, the manage- 
ment cannot so easily point out to the 
operative just where the time is lost. 
However, disputes are less apt to occur 
under this method, for the worker is in- 
clined to look more favorably upon a 
standard set by the actual performance 
of one of his fellows. Furthermore, 
since the selected men are receiving 
higher wages, there is the possibility 
that they will be more amenable to the 
instructions on the part of the manage- 
ment, aiming to standardize the mo- 
tions which are timed and taught to new 
men. When there is a modification of 
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parts or processes (as occurred so often 
in this company), an entire new time 
study is required, whereas with ele- 
mental time study only the changed mo- 
tions need to be timed, and so much 
less effort and trouble is involved. 


Conclusion 


The disadvantages appearing under 
the second plan considered (that of se- 
lecting a group of highly skilled ma- 
chinists) can be minimized as pointed 
out, and done away with to a larger ex- 
tent than those that appear under the 
plan of employing professional time- 
study men. In like manner, the two 
important general points of expediency 
and morale appear to greater advantage 


under the second. Complete confidence 
between management and employee 
and highly standardized conditions, ste 
necessary prerequisites to the introduc. 
tion of detailed study of elementary 
times for the purpose of setting perfect 
piece-rates. 

If a plant has not attained such a 
level, the immediate introduction of 
time study by trained observers is not 
possible. On the other hand, under the 
method chosen by the company, instant 
application to new products is possible, 
and an opportunity to build up a better 
morale in the organization is offered. 

On the basis of such an analysis, the 
Mentley Automatic Devices Company 
decided that the second alternative was 
best for their purposes. 
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REVIEWS OF BUSINESS LITERATURE 


Eldridge, Frank R., Jr. OrrentaL TRADE 
Metuops. New York: Appleton, 1923. 
441 pp. $3. 

A business man intent upon develop- 
ing foreign markets might be misled by 
the title “Oriental Trade Methods.” 
Expecting a critical analysis of trade 
methods, he would find instead an in- 
teresting, but somewhat disorganized, 
descriptive background text with actual 
technique rather vaguely and briefly dis- 
cussed, 

The book is divided into four parts 
of which two parts, or 156 pages, are 
devoted to a description of the oriental 
races, their characteristics, customs, and 
manners. Such a description is of neces- 
sity general, and quotations are freely 
used. The author justifies this descrip- 
tion with his avowed purpose of con- 
vincing the student and business man 
“that the Orient is a foreign market in 
every sense.” To the business man the 
chief value of this section over the 
numerous descriptive and travel books is 
its rather summarized and comparative 
form and its emphasis upon those char- 
acteristics which make the Orient so dis- 
tinctly ‘‘foreign’’ as a market. 

Part III, Business Methods, covers 
the various oriental countries with re- 
gard to resources, manufacturing, and 
general buying and selling methods. 
Mr. Eldridge, as chief of the Far East- 
ern Division of the Bureau of Foreign 
and Domestic Commerce, is in an ad- 
vantageous position to present a valu- 
able analysis of trade methods in the 
Orient. The practical reader in search 
of definite information, however, might 
be disappointed in descriptive generali- 
ties. He would find little immediate 
help, for example, in the often-quoted 


but misleading statement that the coal 
resources of China are sufficient to sup- 
ply the present world demand for a 
thousand years, and that this is about 
one-fourth of the reserves of the United 
States. 

Mr. Eldridge might have increased 
the value of this section had he at- 
tempted to answer more concisely the 
questions which his descriptions leave in 
the mind of the reader. He offers, for 
instance, several supporting factors for 
the buying of Japanese raw silk in New 
York rather than in Yokohama (page 
178), while in a later chapter (page 
188) he mentions that Chinese raw silk 
is purchased in China rather than in 
New York; he does not bring out clearly 
the economic reasons or commercial ad- 
vantages which cause this difference. 

A chapter on Indian manufacturing 
and buying goes into some detail based 
largely on quotations from a handbook 
of commercial information of the coun- 
try. 
Not until the final division, Part IV, 
does the author illustrate the technique 
of selling in the Orient with respect to 
individual commodities and countries. 
Here an attempt is made to indicate the 
existing methods and to make sugges- 
tions for the adaptation of American 
sales methods to the needs of the 
Orient. The discussion is thin, leaving 
an impression of a rather careless, non- 
critical analysis. 

This impression is further empha- 
sized by seeming inconsistencies be- 
tween earlier general statements and 
the later descriptions of methods. In 
discussing China the author states that 
certain conditions have “prevented the 
development of large distributing organ- 
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izations in the interior entirely under 
foreign control” (page 160), yet a later 
section mentions the large direct sales 
organizations which “account for the 
greater share of American exports to 
China” (page 192) such as “tobacco 
. . . . handled by large organizations, 
foreign and Chinese, who have exten- 
sive sales forces throughout the in- 
terior” (page 248). 

Even in this section presuming to dis- 
cuss merchandising there is inequality of 
treatment as, for instance, where a 
chapter on Siamese Merchandising and 
Trade is devoted largely to a discussion 
of rice growing and the teak-wood in- 
dustry with but brief treatment of mer- 
chandising methods. 

A temporarily valuable part of the 
volume is the Appendix, which gives a 
comprehensive view of the 1923 eco- 
nomic situation in the Orient, as well as 
a discussion of the future prospects of 
American trade representation in India. 

As a work professing to be ‘“‘a com- 
plete analysis of the methods and tech- 
nique of trade with the Far East’’ this 
treatise impresses the reader as super- 
ficial and prolonged. It is, however, of 
background value to the business man 
interested in the Orient, since it does 
present in an interesting and readable 
manner many factors to be considered 
in trading with this region. 


Kniffin, William H. Commerciat BANKING. 
New York: McGraw-Hill Book Co., Inc., 
1923. 2 vols., 808 pp. $7. 

To all students of commercial bank- 
ing, Mr. Kniffin is already well known. 
His latest contribution on the subject 
will therefore be received with interest. 

By the student who already had a 
knowledge of the development of bank- 
ing and the fundamental principles 
which underlie it, the absence of any 
treatment of this background in the 


author’s earlier books has perhaps not 
been felt. The average reader, hoy. 
ever, will note with satisfaction that it 
has in this latest book been combined 
with the treatment of the practical side 
of bank operation. The first six chap- 
ters of this book give an unusually clear 
discussion of fundamental principles, 
types of financial institutions, and the 
development of banking in the United 
States, including a 60-page chapter on 
the Federal Reserve System. The auv- 
thor’s historical material, for which he 
has drawn freely on White, is used to 
show how bitter experience has pointed 
out weaknesses, dangers to be avoided, 
and fundamental requirements for 
safety, and has led gradually to the es- 
tablishment of a sound and efficient 
banking system. The omission of any 
discussion of the banking systems of 
other countries seems in keeping with 
the purpose and outlook of the book, 
which are primarily practical rather 
than theoretical or historical. 
Chapters VII to XVI deal with the 
main routine operations of a bank. The 
treatment is commendable in centering 
attention on why things are done, rather 
than on a multitude of details as to how 
they are or should be done. Just enough 
method is given to present a clear 
picture of established practice. The 
chapter on “Bank Checks and Their 
Payment” presents a bank’s legal re- 
sponsibilities and rights in this regard 
with welcome fulness and clarity. 
Following the consideration of these 
routine operations is a long chapter en- 
titled Bank Accounting. This chapter 
fails to give as clear a picture of the 
set-up of a bank’s accounting system as 
was given in Chapters XV and XVI of 
“American Banking Practice” by the 
same author. Considerable material has 
been included in the latter part of the 
chapter which could have been better 
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REVIEWS OF BUSINESS LITERATURE 


presented in a separate chapter. In that 
part which does deal with actual ac- 
counting subjects, the interspersing of 
the description and methods of handling 
the various subsidiary books of account, 
with the definition and content of the 
accounts in the general ledger, and the 
lack of consistency in the use of bold- 
faced type, italics, and other means of 
indicating the relationship between sub- 
jects treated, make it difficult to get a 
clear, connected idea of either the ac- 
counting system as a whole or of the 
forms, books, and methods used. 

The need for and the methods of ex- 
aminations and audits are well treated. 

The several chapters dealing with the 
credit department, loans and discounts, 
and credit analysis are clearly written 
and reflect the author’s wide practical 
knowledge of the subject, gained from 
actual experience. The various forms 
of loans are well discussed, including 
open-market loans, the operations of 
credit companies, automobile financing, 
real-estate loans, and other special de- 
velopments in the use of credit. 

Two short chapters are given to the 
operation of a savings department and 
a safe deposit department. These chap- 
ters were prepared by Yawman and 
Erbe Manufacturing Company, of 
Rochester, New York. Between these 
two chapters is a chapter on acceptances 
which, because of its location, seems to 
have little connection with the rest of 
the book. In fact these three chapters 
seem more like appendices than integral 
parts of the work. The discussion of 
acceptances shifts back and forth be- 
tween trade and bank acceptances with- 
out apparent logical reason; but the uses 
and abuses, disadvantages and advan- 
tages of each are, nevertheless, well set 
forth. In the words of Mr. Kniffn, 
“Consideration of the work of the trust 
department and the foreign department 
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is deliberately omitted because to be 
adequate it would require an entire vol- 
ume for each topic.” 

The study throughout is not confined 
to the operations of any one size or type 
of bank, the application constantly be- 
ing made to both the large city bank 
and the small country bank. There is 
at the same time a full treatment of 
bank operation without a mass of un- 
duly detailed description of forms and 
methods. 

As a whole, the book should be valu- 
able. With a reasonably full summary 
of the history of banking in this coun- 
try and of the development of our pres- 
ent banking system, it combines a clear 
statement of underlying theory and a 
comprehensive treatment of actual bank- 
ing practice. 


Scott, Walter Dill, and Clothier, Robert C. 
PERSONNEL MANAGEMENT. PRINCIPLES, 
PRACTICES AND Point oF View. Chicago: 
A. W. Shaw Company, 1923. 656 pp. $4. 
Personnel Management is a notable 

treatment of a limited phase of the field 
of personnel relations in industry. Since 
it is a treatment of but a limited phase 
the choice of title is unfortunate in that 
it leads the reader to expect more than 
he will find. 

The scope of the work may be de- 
scribed as of two sections. First, there 
is a discussion of the individual differ- 
ences of aptitude that affect the proper 
adjustment between the worker and his 
work. Fundamental principles under- 
lying the creation and maintenance of 
wholesome adjustments between the 
worker and his work are outlined and 
discussed. As a basic idea of personnel 
administration a conception of a worker- 
in-his-work unit is established in which 
the capacities, interests, and opportuni- 
ties of the worker are exactly balanced. 
Second, certain methods, scientific tests, 
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and instruments calculated to measure 
and assist in the proper adjustment of 
these basic human elements are de- 
scribed in detail. 

An Appendix presents (1) the results 
of experimental work with graphic rat- 
ing on workers; (2) a discussion of the 
development of a method of apprentice 
training and its application in one com- 
pany; (3) briefs of various articles 
dealing with the computation of labor 
turnover; and (4) samples of typical 
reports and surveys on various phases 
of personnel management. A selected 
bibliography is included. 

As director and member, respective- 
ly, of the Committee on Classification 
of War Personnel and as president and 
vice-president of the Scott Company, 


Consultants and Engineers in Industrial 
Personnel, the authors have accump. 
lated a wealth of experience from which 
to draw. The book is ideal and com. 
plete in its description of the tests, rec. 
ords, and methods encountered and de. 
veloped in this wide experience. 

In the light of present development 
in its field the work is a notable con. 
tribution to the literature of personnel 
relations in industry. The permanent 
value of the devices illustrated remains 
to be proved by further experience. It 
is possible that a few years hence the 
subject-matter will be considered ele- 
mentary and out of date. The present 
danger lies in unqualified acceptance and 
uses of these methods without altera- 
tion to suit individual conditions. 


BOOK NOTICES 


Atkins, Paul M. Inpusrriat Cost Ac- 
COUNTING FoR ExecuTives. New York: 
McGraw-Hill Book Co., Inc., 1923. 322 
pp. $4. 

Mr. Atkins’ contribution to the field of 
cost accounting explains fully the method of 
operating practical cost systems as well as the 
executive uses of cost records. Not only does 
the book consider methods for the correct 
handling of the three elements of manufac- 
turing cost—material, labor, and burden—but 
at least one-third of it is given over to the dis- 
cussion of significant topics in the field which 
are of broader scope. These topics include 
chapters on the control of production as an 
aid to cost accounting, the service of cost ac- 
counting to production control, suggestions as 
to standard practice instructions, the operation 
of the material journal, the graphic presenta- 
tion of cost statistics, the designing of forms, 
the mechanical aids to cost work, and the co- 
ordination of the cost records with the general 
accounts. 

The organization of the book makes for 
ease of comprehension without sacrificing a 
logical development of the subjects covered. 
After a detailed presentation of all the ele- 
ments of manufacturing cost, the entire sub- 
ject is rounded out by a more extensive dis- 


cussion of the uses of cost records by the 
executive. It is a thorough treatment of what 
he needs to know about their purpose, meth- 
ods, and full use. 


Custis, Vanderveer. THE FOUNDATIONS oF 
NATIONAL INDUSTRIAL ErFicieNncy. New 
York: Macmillan Co., 1923. 324 pp. 
$2.25. 

The point of view here is distinctly national. 
Instead of studying the development of in- 
dustrial efficiency from the individualistic 
standpoint and as merely a means to larger 
profits for the owners of particular industrial 
concerns, the author has based his analysis on 
a consideration of the whole national welfare. 

The book being small, many important 
economic problems are necessarily treated in 
somewhat cursory fashion. The earlier pages 
deal with the various meanings which have 
been attached to “Industrial Efficiency,” and 
with the unsatisfactory methods used by the 
business world in testing its own efficiency. 
The author then proceeds to the treatment of 
the essential elements of a successful national 
industry. These he enumerates as enterprise, 
capital, natural resources, and labor. 

Under the last heading are discussed such 
phases as quality of labor, the placement of 
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the worker, employment conditions, education, 
the application of eugenics, and the regulation 
of immigration. In handling the compre- 
hensive and complicated subject of capital, the 
author confines his discussion almost exclu- 
sively to the general aspects of saving; the 
furnishing of savings to industry ; and the pro- 
tection of the owners of the capital thus pro- 
vided, which, when put into use, passes out 
of the owners’ direct control, The last chap- 
ter discusses the tendency to regulate industry 
by legislation. The many dangers that attach 
to such methods are well portrayed; and the 
necessity for having such legislation rest on 
sound social ideals is stressed. 

Complete treatment of all the economic as- 
pects of the subject has not been attempted 
because of limitations of space. In following 
out his somewhat special purpose, however, 
the author has made a valuable contribution. 


Everitt, Frank C., and Heywood, Johnson. 
Cosr ConTrot FOR Founprigs. New 
York: McGraw-Hill Book Company, 1923. 
234 pp. $3. 

The theory, practice, and routine of cost ac- 
counting for foundries are described with con- 
siderable detail. The effort has been made to 
present the material in such form that it can 
be understood by the foundryman with little 
accounting knowledge. Primary emphasis is 
placed upon the cost methods for gray iron 
castings, but there are included the variations 
in method needed by the makers of malleable 
castings, steel castings, and non-ferrous 
castings. 


Ewer, Bernard C. AppLiep PsycHOLocy. 
New York: Macmillan, 1923. 480 pp. 
> 
$2.50. 


The title immediately suggests a field of al- 
most unlimited extent. But the last one 
hundred pages, dealing with Industry and 
Commerce, comprise the only part in which 
the ordinary business man will find discussed 
the psychological phenomena applicable to his 
every-day affairs. There are very few new 
contributions to the science of business. Many 
tacts and principles are, however, presented in 
a logical arrangement and with such clearness 
as to render them easily understood by the 
layman, (Correction). 


Goldman, Samuel P. Stock EXCHANGE 
Law. New York: Ronald Press Company, 
1923. 497 pp. $5. 


Written in the style of a law text-book, 
this volume treats of the law relating to stock- 
market operations, particularly as established 
by the statutes and court decisions of New 
York State. From the point of view of the 
legal profession, it will be of value as a 
reference book in its sphere. Much of the 
book, however, is devoted to an extensive and 
practical treatment of the relations between 
the stock broker and his customer. It should, 
therefore, prove of some value to the business 
man who is so often uncertain as to his rights 
in the relatively small number of stock- 
exchange transactions with which he is con- 
nected. 


Hahn, Lew, and White, Percival. THe Mer- 
CHANT’s MANUAL, published under the 
auspices of the National Retail Dry-Goods 
Association. New York: McGraw-Hill 
Book Company, 1924. 614 pp. $5. 


One of the authors, Mr. Hahn, is the man- 
aging director of the National Retail Dry- 
Goods Association. He and Mr. White have 
endeavored to compile in one volume sum- 
maries of the research and investigational 
work of the association, which, together with 
material from other sources and several con- 
tributed chapters, make a handy reference 
book and guide for the retail merchant. Nu- 
merous forms, illustrations, and statistical 
tables have been included. Facts as to store 
location and layout, store operation, store or- 
ganization and management, merchandising, 
personnel, and service to the customer are pre- 
sented in the order listed. While it is in- 
tended primarily for use by the dry-goods 
trade and contains mainly information con- 
cerning department stores, merchants in other 
fields of distribution will find much of value 
in referring to the book. A work of this 
nature necessarily contains much information 
elementary in character, but the material has 
been arranged in such a manner as to make a 
readable and useful work. 


Hall, S. Roland. THe HANpsook oF Bust- 
NESS CORRESPONDENCE. New York: Mc- 
Graw-Hill Book Company, 1923. 1,048 
pp. $5. 


The author describes and illustrates with 
many samples every type of business letter 
and gives many practical suggestions regarding 
improvements in construction and phrasing. 
He also includes detailed accounts of related 
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subjects, such as dictating machines, printed 
and processed letters, the organization and 
management of mailing and stenographic de- 
partments, letters and the law, and hints on 
better English. The book is _ illustrated 
throughout with copies of many letters which 
have actually been used by business houses. 
On account of its large size and the breadth 
of its scope, however, it will probably appeal 
most strongly to correspondence managers, to 
managers of stenographic departments, and to 
those most interested in selling by mail. 


Holdsworth, John Thom. 
BANKING. 
564 pp. $3. 
In an attempt to keep this work fully 

abreast of changes in the banking and com- 

mercial field, Dr. Holdsworth has made sev- 
eral revisions, ‘The present volume is the 
fourth revised edition, the last previous one 
having appeared in 1920. ‘The present re- 
vision has been made in such a way as to pre- 
serve the original arrangement of chapters 
and text. Each chapter has been revised by 
the introduction of material relating especially 
to the new agricultural credit system, branch 
banking, and the par collection of checks. In 
an extensive discussion, the author has brought 
the analysis of the history and development of 
the Federal Reserve System up through the 
greater part of 1923. ‘The Federal Reserve 

Act which was in effect on July 1, 1923, in- 

cluding the amendments passed by the last 

Congress, is given in the Appendix. 


Hollingworth, H. L., and Poffenberger, 
A. T., Jr. Appiiep PsycHotocy. New 
York: Appleton, 1923. 431 pp. $2.50. 


The field of psychology as applied to busi- 
ness has been widely discussed during the past 
decade. This revision of an earlier text aims 
merely to open up the way for concentrated 
study in certain subjects by summarizing the 
application of certain principles to the several 
sections of modern business activity; these are 
discussed as theory in the early part of the 
book. Among the principles discussed are the 
influences of heredity, sex, and age in relation 
to efficiency. 


MoNEY AND 
New York: Appleton, 10923. 


Jesness, O. B. Cooperative MARKETING OF 
Farm Propucts. Philadelphia: Lippin- 
cott, 1923. 2092 pp. $2.50. 

A typical text-book approach does not de- 
tract from the informative value of this dis- 


cussion of present active organizations in all 
phases of cooperative marketing. A discus. 
sion of principles, of the relation of laws and 
recent decisions to the various types of associa- 
tions, and of outstanding difficulties in the Way 
of future progress round out the book, Ny- 
merous illustrations and an appendix cop- 
taining typical articles of agreement of several 
associations add to the text value of the book. 
It is one of a series of agricultural books pub- 
lished by this company. 


Kent, Frederick Charles. Matuematica 
PRINCIPLES OF FINANCE. New Yor}: 
McGraw-Hill Book Company, 1923. 266 
pp. $3. 


As a treatment of the mathematics of in- 
vestment and insurance, there are included dis- 
cussions of such topics as the logarithmic solu- 
tion of compound-interest problems, the 
computation of annuities, the valuation of se- 
curities, and the calculation of net premium 
and reserves. Complete indexing and tables 
of compound-interest and insurance functions 
render the book useful both as a reference and 
as a text. 


Montgomery, Robert H., assisted by Staub, 
Walter A. Avupitinc Principies. New 
York: Ronald Press Company, 1923. 404 
pp. $3.50. 


Auditing Principles is a text-book, based on 
Mr. Montgomery’s Auditing Theory and 
Practice, intended to meet the need of students 
of accounting who wish to limit their atten- 
tion to general principles of auditing. It pre- 
sents in simplified form the general principles 
enunciated in the earlier, more comprehensive 
work but does not consider the more complex 
matters with which the practicing accountant 
is concerned. 


Montgomery, Robert H. Income Tax PRo- 
CEDURE—1924. New York: Ronald Press, 
1924. 1,899 pp. $10. 


The eighth annual edition of Income Tax 
Procedure contains essentially the same type 
of information as the 1923 edition, The 
income-tax law has not been substantially 
changed, but a number of important court de- 
cisions and Treasury rulings issued during 
1923 justify the new edition. “It is not too 
much to say,” writes the author, “that, based 
on these decisions, almost every taxpayer who 
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BOOK NOTICES 


paid a Federal tax exceeding $100 for 1918 
may be entitled to a refund.” ie 

The utility of the new edition has been 
increased by a comprehensive index covering 
more than 100 pages and a summary index at 
the beginning of each chapter. 


Raymond, William L. State aNpD Muwnic- 
paL Bonps. Boston: Financial Publishing 


Company, 1923. 388 pp. $4. 


The nature of state and local public secur- 
ities and the conditions which govern invest- 
ment in such securities are thoroughly outlined 
and explained. The book is really an _his- 
torical digest of these securities since their 
inception in American finance. Mr. Raymond 
discusses in detail the debt factors which gov- 
ern the issue and investment value of state 
bonds and reviews the debt history and factors 
in each state of the Union. A general descrip- 
tion of county, municipal, and district bonds 
is undertaken with a specific analysis of the 
debt factors of municipal bonds issued by 
representative cities selected from the five 
Bureau of Census groups. An aid to the 
investor in this type of security is found in 
the analysis of financial statements of selected 
cities. One chapter is fittingly devoted to a 
discussion of the taxation features of these 
securities where the author outlines his con- 
ception of what local debt and taxation laws 
should attempt to accomplish. 


Rittenhouse, Charles F., and Percy, Atlee L. 
ACCOUNTING PROBLEMS: ADVANCED. New 
York: McGraw-Hill, 1924. 402 pp. $4. 


As the title indicates, the book is a collec- 
tion of problems prepared especially for the 
use of teachers and students of accounting. 
These problems have been classified and ar- 
ranged in groups according to the accounting 
principles involved, and each group of prob- 
lems is preceded by a short digest of the 
accounting theories pertaining to that group. 
he material has been arranged in the order 
of difficulty, an arrangement with merit from 
the point of view of both teacher and student. 
A large number of the problems presented has 
been taken from the examinations of the 
American Institute of Accountants and of the 
various state certified public accountant ex- 
amining boards, 


Robinson, George Edwin. Screntiric SALEs- 
MANSHIP AND THE ART OF JUDGING MEN. 
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Scientific Salesmanship Course, third edi- 

tion. Three volumes, with introduction by 

Homer G. Buckley. Chicago: American 

College of Scientific Salesmanship, 1923. 

675 pp. $15. 

These volumes constitute another edition of 
the author’s correspondence course in sales- 
manship arranged in book form, The writer 
develops the subject of salesmanship around a 
diagram which he calls the “Keyboard of 
Human Nature.” This diagram is arranged 
in the shape of a piano and consists of the 
emotions, desires, intellect, instincts, senses, 
and buying motives. More emphasis has been 
placed upon reading character at sight by 
observation of the anatomical features than 
the meagre scientific basis warrants. 


Rossmoore, E. E. Frperat INcomMse TAxes. 
New York: Appleton, 1924. 864 pp. $6. 


Based upon his experience with income-tax 
procedure in the Bureau of Internal Revenue, 
United States Treasury Department, and 
upon methods of training employees of the 
Bureau for work upon income-tax returns, 
Mr. Rossmoore offers his Federal Income 
Taxes as an aid to students of income-tax 
problems and to all others who are concerned 
with the filing and making of tax returns. 
The general principles underlying the pur- 
pose of the tax and the methods of making 
returns are discussed briefly. The most valu- 
able part of the book, however, is that devoted 
to illustrative problems. Four hundred sixty- 
seven problems and questions arising from 
varied income-tax situations are discussed, so- 
lutions given, and references quoted to direct 
the reader to the specific provisions of the 
different revenue acts. For those who are in- 
terested in analyzing the statutes which per- 
tain to the income tax, Mr. Rossmoore has 
published in an appendix the Revenue Act of 
1921, as amended March 3, 1923, and by 
means of marginal notations refers to the 
problems which deal with the various sections 
of the act. 


Saliers, Earl A., Editor. AccouNTANTSs’ 
Hanppook. New York: Ronald Press, 
1923. 1,675 pp. $7.50 
Accountants, and all others who have 

wished for a concise compendium of informa- 

tion pertaining to accounts and related sub- 
jects, have now available a volume of such 
information. In the 33 sections of the Ac- 
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countants’ Handbook are brought together, in 
compact form, practical information on many 
business subjects for the business man and 
accountant. Each section of the book has 
been edited by an authority in that field. The 
combined work owes its content and form to 
the general editor, Dr. Earl A. Saliers. It is 
not intended that this volume shall replace 
other text-books and specialized discussions of 
the several subjects contained in it, but that 
it should be a supplementary reference book 
bringing to the reader the information he 
needs and uses most often. The various sec- 
tions are résumés of the most generally ac- 
cepted knowledge and data in each particular 
field. In several instances, however, the in- 
dividual sections represent the point of view 
of one or two authors only. These sections 
would be more valuable if the material in 
them had been compiled from more numerous 
sources and if additional opinions had been 
cited. The general style of the Accountants’ 
Handbook is patterned after that used for 
handbooks of information which serve the en- 
gineering profession. 


Scott, Walter Dill. INcrREAsiInc HUMAN 


EFrFricieNncy IN Business. New York: 
Macmillan Company, 109023. 364 pp. 
$2.25. 


By adding a new chapter on human en- 
gineering and rewriting to some extent the 
other matter, Professor Scott has increased the 
value of his stimulating discussion of in- 
dividual efficiency. Reasoning from the prem- 
ise that every individual possesses a really 
incalculable amount of reserve energy and 
ability, he proceeds to bring out the philosophy 
of the various methods by which this reserve 
may be brought to bear in industry to increase 
the efficiency—and hence the profitability—of 
industrial organizations. The psychological 
motives and stimuli of imitation, competition, 
loyalty, concentration, pleasure, and “love of 
the game” are discussed and compared with 
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money incentives in their effect on p 4 
capacity, both physical and mental. The later _ 
chapters deal with the application of train 
ing and experience to the individual’s abili _ 
and work through systematic methods of 
ing and training. ‘Throughout the book Mr. 
Scott deals with the fundamental principle 
underlying possible methods of procedure and _ 
capably points out relative values from this 
basis. : 


Willoughby, W. F. Rgorcanization of 
THE ADMINISTRATIVE BRANCH OF THE 
NATIONAL GOVERNMENT. Baltimore: 
Johns Hopkins Press, 1923. 298 pp. $3.10, 


Business has numerous contacts with the 
many Government administrative agencies, 
built up largely within the past generation. 
Notorious lack of cooperation in large and 
small matters has led to demands for the re- 
organization of the administrative units in 
Washington along lines of control similar to 
those of large industries. The development 
and adoption of the budget system was one 
result of this movement—a simple and obvious 
reform, yet requiring a number of years for 
acceptance. There are many other equally ob- 
vious changes which could be made, but they 
appeal to the popular imagination in smaller 
degree than did the idea of a national budget. 
A summary of the reforms possible within the 
present framework of government is presented 
here in a direct and logical manner by Mr. 
Willoughby, Director of the Institute for 
Government Research (which exists primarily 
to collect and spread information in regard to 
the administration of government). Reasons 
for the exchange of bureaus and agencies be- 
tween the various Cabinet departments and 
for the possible establishment of new depart- 
ments are set forth in detail, following an out- 
line presented in the early part of the book. 
Many excerpts from the reports of former 
committees and commissions are given in ap- 
propriate places. 


; 








